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Mission of the Service

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 467.—Certain provide guidance regarding the applicaunder the agreement. Except for the
Payments for the Use of bility of section 467, and the amount of$250,000de minimisexception set forth
Property or Services rent and interest required to be accrued section 467(d)(2), section 467 does not

under section 467. Comments respondingpntain any exceptions to the rule that
26 CFR 1.467—1: Treatment of lessors and lesseest0 the notice were received, and a publieental agreements with increasing rent are
generally. hearing was held on September 25, 199&ection 467 rental agreements. The three-
The IRS and Treasury Department ismonth rent holiday exception was added
1.D. 8820 sued interim guidance in Notice 97—74n the proposed regulations to prevent rel-
DEPARTMENT OF THE TREASURY (1997-2 C.B. 334), which informed tax-atively insubstantial rent holidays from
Internal Revenue Service payers of .certair_l conditions under which:ausmg a rental agreement to be treated as
26 CER Part 1 a refinancing of indebtedness incurred bg section 467 rental agreemgnt. Accord-
a lessor to acquire property that is the sulgly, the three-month rent holiday excep-
Section 467 Rental Agreements; Ject of a rental agreement will not be contion is intended merely as a de minimis
Treatment of Rent and Interest sidered a substantial modification of thaexception and a rule of administrative
agreement for purposes of section 46Tonvenience. In contrast, Congress
After considering the comments that werspecifically directed that a rent holiday
received in response to the notice of presafe harbor should be provided for normal
AGENCY: Internal Revenue Serviceposed rulemaking and the statemen@ommercial practices in determining

Under Certain Agreements for
the Lease of Tangible Property

(IRS), Treasury. made at the public hearing, the proposeshether a leaseback or long-term agree-
regulations are adopted as revised by thisent has tax-motivated increasing rents.
ACTION: Final regulations. Treasury decision. The significant comThus, since the policies that support a rent
ments and revisions are discussed belowholiday exception for disqualified lease-
SUMMARY: This document contains backs and long-term agreements are
final regulations relating to the treatmenEXplanation of Provisions clearly not the same as the policies that

of rent and interest under c_ertain agree gaction 467 Rental Agreements support a rent holiday e>.<ceptio.n for
ments for the lease of tangible property. whether an agreement has increasing rent
The regulations apply to certain rental Under the proposed and final regulaand is therefore a section 467 rental
agreements that provide increasing or déions, section 467 applies to any rentadgreement, the IRS and Treasury Depart-
creasing rents, or deferred or prepaid reragreement with increasing or decreasingient do not believe the rent holiday peri-
and provide guidance for lessees anent and aggregate rental payments @ds should be the same.
lessors of tangible property. other consideration of more than The proposed regulations also provide
$250,000. A rental agreement has inthat a rental agreement has increasing or
DATES: Effective Date: These regula- creasing or decreasing rents if the annuafecreasing rent if it requires (or may re-
tions are effective on May 18, 1999. ized fixed rent allocated to any rental pegquire) the payment of contingent rent,
Applicability Date: For dates of ap- riod exceeds the annualized fixed rensther than contingent rent that is contin-
plicability of these regulations, see Effecallocated to any other rental period in thgent due to (a) a provision computing rent
tive Dates under SUPPLEMENTARY IN- lease term. based on a percentage of the lessee’s
FORMATION. In determining whether a rental agreegross or net receipts (but only if the per-
ment has increasing or decreasing rententage does not vary throughout the term
FOR FURTHER INFORMATION CON- the proposed regulations provide that ef the lease); (b) adjustments based on a
TACT: Forest Boone of the Office of As-rent holiday at the beginning of the leaseeasonable price index; or (c) a provision
sistant Chief Counsel (Income Tax angerm is disregarded if the rent holiday perequiring the lessee to pay real estate
Accounting) at (202) 622-4960 (not a tollyiod is three months or less. Several comaxes, insurance premiums, maintenance
free number). mentators requested that the rent holidagosts, or any other cost (other than a debt
. period be lengthened, arguing that iservice cost) that relates to the leased
SUPPLEMENTARY INFORMATION: should be the same as the rent holiday pproperty and is not within the control of
Background riod permitted for determining whether ahe lessor or lessee or a person related to
leaseback or long-term agreement hake lessor or lessee. Several commenta-
Section 467 was added to the Internabx-motivated increasing rents (the lesseaors requested additional exceptions for
Revenue Code by section 92(a) of the Taof 24 months or 10 percent of the leasether types of payments, as well as an ex-
Reform Act of 1984 (Public Law 98-369term). The final regulations do not adoppansion of the existing exceptions.
(98 Stat. 609)). On June 3, 1996, the IRfhis suggestion. The final regulations provide several
and Treasury Department issued a notice Section 467(d)(1)(B) provides that aadditional types of contingent payments
of proposed rulemaking (61 F.R. 27834ental agreement will be treated as a sethat will not be taken into account in de-
[IA—292-84, 1996-2 C.B. 462]) relatingtion 467 rental agreement if there are intermining whether a rental agreement has
to section 467. The proposed regulationsgreases in the amount to be paid as reinicreasing or decreasing rent. Because of
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the relationship between these contingemients, as well as an expansion of the exard from an earlier taxable year, the cor-
rent provisions and the contingent renisting safe harbors. In response to thegmration’s marginal tax rate will differ

provisions that are disregarded in detecomments, several changes have beémwm other corporations not subject to the
mining whether an agreement is a dismade in the final regulations to the taalternative minimum tax and not having
qualified leaseback or long-term agreeavoidance and safe harbor provisions. available net operating losses or credits.
ment, the new contingent rent exceptions . ) Further, in the case of an S corporation or
will be discussed below in connectiorfl) Detérmining tax avoidance partnership, the marginal tax rate will be
with the discussion of disqualified lease- 11 proposed regulations do not prodetermined_ by taking into e_lccount the
backs and long-term agreements. vide any substantive rules for determinin mounts of income or deduction allocable

2 Section 467 Rent tax avoidance because a leaseback its shareholders or partners, respec-

long-term agreement will not be treated aldvely, and the marginal tax rates of the
Under the proposed and final regulagisqualified in the absence of an affirmaShareholders or partners.

tions, the section 467 rent for a taxablgye determination by the Commissioner, Finally, as noted above, the final regu-

year is the sum of the fixed rent for anys a result, the objective of consistenc{Rtions retain the rule of the proposed reg-
rental periods that begin and end in thef treatment between the lessee and lessgftions that only the Commissioner may

taxable year, a ratable portion of the fixegyould have been met without the need tgetermine that a section 467 rental agree-
rent for other rental periods beginning opromulgate factors or other rules that tax"ént should be treated as a disqualified
ending in the taxable year, and any corayers could use to determine whether tdg2S€back or long-term agreement. The
tingent rent that accrues in the taxablgyoidance was present. While the findin@l regulations also provide that such

year. The amount of fixed rent for aregulations retain the rule that only th&l€termination may be made either on a
rental period depends on the terms of theommissioner may make a tax avoidancg?S€-Py-case basis or in regulations or
rental agreement and, under the regul@etermination, the IRS and Treasury De2ther guidance published by the Commis-
tions, will be either the amount of fixedpartment believe that the combination ofiONer providing that a certain type or

rent allocated to the period under thgypstantive guidance on tax avoidancglass of leaseback or long-term agreement
agreement, the constant rental amount, ghd additional safe harbors will permitVill Pe treated as disqualified and subject

the proportional rental amount. taxpayers to determine more readil;?o constant rental accrual.

whether their_leasebacks_ or Iong-ter_na”) Safe harbors
agreements will be determined to be dis-
qualified by the Commissioner. Accord- In response to comments, the final reg-
The proposed regulations provide thangly, substantive provisions have beemnlations include several safe harbor provi-
(a) the Commissioner, rather than the paadded to the final regulations prescribingions not included in the proposed regula-
ties to the rental agreement, will deterthe circumstances in which Federal intions. The new safe harbors are intended
mine whether a rental agreement is a disome tax avoidance will be treated as @ cover a variety of payments that could
qualified leaseback or long- termprincipal purpose for providing increasingoe made under the terms of a rental agree-
agreement and (b) a rental agreement witr decreasing rent. ment. Under the final regulations, tax
not be a disqualified leaseback or long- The final regulations provide that, if aavoidance is not considered a principal
term agreement unless it requires morggnificant difference between the marpurpose for providing increasing or de-
than $2,000,000 in rental payments andinal Federal income tax rates of thereasing rent if the increase or decrease in
other consideration. The proposed reguessor and lessee can reasonably be eent is described in one of the contingent
lations also provide that, if either thepected at some time during the lease terment safe harbor provisions. The IRS and
lessor or the lessee is not subject to Fethe agreement will be closely scrutinizedreasury Department believe that these
eral income tax on its income or is a taxand clear and convincing evidence will badditional safe harbors and the expansion
exempt entity (within the meaning of sectequired to establish that tax avoidance isf the existing safe harbors appropriately
tion 168(h)(2)), the rental agreement wilhot a principal purpose for providing in-balance the need to provide a degree of
be closely scrutinized, and clear and corcreasing or decreasing rent. The regul&ertainty for taxpayers with the need to
vincing evidence will be required to estions provide rules to determine whendimit the potential for tax avoidance.
tablish that tax avoidance is not a princithere is a significant difference in mar- The final regulations add several safe
pal purpose for providing increasing omginal tax rates of the lessor and lessebarbors for various types of contingent
decreasing rent. The proposed reguldinder these rules, the marginal tax ratgsayments that either are intended to com-
tions include as safe harbors only the prare determined not only by reference tpensate the lessor for costs unrelated to
visions set forth in section 467(b)(5) andhe Federal income tax status of the taxhe lessor’s continuing investment in the
an uneven rent test based on Rev. Prggayer (for example, as a corporation, parteased property or are so contingent that
75-21 (1975-1 C.B. 715). Other factorsiership, or individual), but also to the spethey should not be taken into account for
that would be considered as evidence affic circumstances of the taxpayer. Thugpurposes of section 467 until the liability
tax avoidance were not provided. if a corporation either is subject to the alfor such payment becomes fixed. Ac-
Several commentators requested addiernative minimum tax or has availablecordingly, subject to the limitations in the
tional safe harbors for other types of payret operating losses or credits to carry foregulations, safe harbors are provided for

A. Disqualified leaseback or long-term
agreement
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payments required to be made by theeasonable price index because it mafe agreement has increasing or decreas-
lessee: in the event of damage, destrulimit the adjustment to a fixed percentagéng rent for purposes of both the applica-
tion, or loss of the leased property; in thén some years. However, this inflatiorntion of section 467 and the determination
case of a qualified motor vehicle operatadjustment safe harbor will not apply ifof whether the agreement is a disqualified
ing agreement within the meaning of seche limitation in the rental agreement repleaseback or long-term agreement.

tion 7701(h)(2)(A), for the failure of the resents, in substance, a series of fixed in-

property to maintain a specified residuatreases in rent. For example, if the limitallil) Uneven rent test

value; for the failure of the property to beion on an annual inflation adjus_tmer_lt is The proposed regulations contain a safe
returned to_ the Iesso_r_ at the (_and (_)f thsubstantially below the Ievgl of inflation harbor providing that tax avoidance will
lease term .|n the cond|t|(_)n specified mtheeasonab!y _ex_pec_teq during the IeasﬁOt be considered to be a principal pur-
agreement; or for the failure of the Iessdrgrm, the Ilmltatlon is, in substance, a S&50se for providing increasing or decreas-
to obtain the income tax benefits contenres of fixed increases in rent.

plated by the agreement. In addition, a The proposed regulations include a rer%?g rents if the rents allocable to each cal-
. g . ~ ~ ~endar year of the lease do not vary from
provision requiring late payment chargesoliday safe harbor for the determlnatlortlhe average annual rents over the entire
is also not taken into account in determinef tax avoidance, which provision applieﬁease term by more than 10 percent. This
ing whether tax avoidance is present in anly if there is a substantial business PUL Laven rent test” is derived from. the
leaseback or long-term agreement. Limipose for the rent holiday. Commentator&Omcerence Committee Report, which
tations on the scope of these safe harbaobjected to this requirement because the[ ted that the C it tici ’t d that
are provided in order to ensure that thesequirement of a business purpose waga ed that the L.ommittee anticipated tha
provisions are included in the agreemenmiot set forth in the legislative history ac_regulanons under sectlo.n 467 would
for a valid business purpose and that theompanying the enactment of sectior(f‘.d(.th standards.undt.ar which leases pro-
provisions are not used to achieve ta%67. The final regulations delete the reyﬁizg;iregicgﬁZE?:SpIQrLZn;faZ)énsbrg\%eor

avoidance. quirement that there be a substantial bu § low th t the t ¢
Several commentators suggested thaess purpose for the rent holiday, but a ow Ihe average rent over the term o
e lease will be deemed not to be moti-

rent adjustments based on the lessor’s ithe requirement that was set forth in th i )
debtedness, which itself bears interest atlegislative history. H.R. Conf. Rep. No./ated by tax avoidance. The report cited
variable rate, are not tax motivated. Inre861, 98th Cong., 2d Sess. 893 (1984?.he standards for advance rulings on
sponse, a safe harbor has also been addéader the additional rule in the final regu_everaged lease transactions in Rev. Proc.
for certain variable interest rate providations, the reasonableness of the rent haf2—21, and stated that such standards may
sions. Under this safe harbor, a rent adday is determined by reference to th&°t be appropriate for real estate leases.
justment provision will be disregarded ifcommercial practice (as of the agreemefit-R- Conf. Rep. No. 861, 98th Cong., 2d
it is based solely on the dollar amount oflate) in the locality where the use of the&€SS- 893 (1984). The proposed regula-
changes in the lessor’s interest costs, apdoperty occurs. This commercial reasorfONS do not provide a safe harbor specifi-
only if the lessor and the lender are not rebleness requirement does not appl§@!ly applicable to real estate leases but
lated and the indebtedness is evidencémwever, in the case of a rent holiday ofomments were requested on whether a
by a variable rate debt instrument (withirthree months or less at the beginning dfifferent uneven rent test should be estab-
the meaning of §1.1275-5(a)(1)). Howthe lease term. lished for real estate leases.
ever, no inference may be drawn from this The proposed regulations also limit the Commentators requested that the basic
safe harbor (or any other provision of theent holiday safe harbor to rent holidays a0—-110" test in Rev. Proc. 75-21 be
regulations relating to a variable interesthe beginning of the lease term. The finaddopted without modification. The prin-
rate adjustment) concerning the effect afegulations remove this limitation andcipal modification to the basic 90-110
such an adjustment on the classificatiopermit one consecutive period at an{est in the proposed regulations identified
of the rental agreement as a lease for Fegeint during the lease term to qualify fordy the commentators was the use of the
eral income tax purposes. the rent holiday safe harbor if the comcalendar year rather than the lease year to
In addition, the final regulations ex-mercial reasonableness requirement fgst for uneven rents. These commenta-
pand the scope of the safe harbors preatisfied and the rent holiday period doetrs also requested that the alternate un-
vided in the proposed regulations relatingot exceed the lesser of 24 months or 1@en rent test (sometimes referred to as
to percentage rents, inflation adjustmentgercent of the lease term. the “%-%" test) be adopted as an addi-
and reasonable rent holidays. A provision Finally, except in the case of the rentional safe harbor. Finally, these com-
in a lease will not fail to qualify for the holiday safe harbor, the safe harbor provinentators requested clarification of the
percentage rent safe harbor because, fsions discussed above also apply in deteapplication of these uneven rent tests in
example, it applies to receipts or salesiining whether a rental agreement has irgertain circumstances.
after making certain limited deductions, itcreasing or decreasing rent and is thus In response to these comments, the
applies different percentages to differensubject to section 467. Accordingly, if afinal regulations expand and clarify the
departments or floors, or it applies to retype of contingent rent in a rental agreescope of the uneven rent test in the pro-
ceipts or sales in excess of a determinabfeent meets the requirements of the agposed regulations. First, the final regula-
amount. In addition, a provision will notplicable safe harbor provision, it is notions allow a rent holiday period at the be-
fail to qualify as an increase based on &ken into account in determining whetheginning of the lease term to be ignored in
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applying the uneven rent test if its duratiothe permitted variance under the relaxedne that does not provide for an allocation
is not more than three months. Further, adlafe harbor should be tested for tax avoiaf rents. In these circumstances, the com-

but two of the contingent rent provisionsance under the general standards. mentators contend that the agreement
ignored for purposes of determining tax. o should be subject to constant rental ac-
avoidance are also disregarded in applyiri?) The $2,000,000 limitation crual under section 467(b)(3)(B).

the uneven rent test. Rules are also pro- 1o proposed regulations provide that, The final regulations do not adopt this
vided to assist taxpayers in applying th%‘\mong other limitations, a rental agreesuggestion. Instead, the final regulations,
uneven rent test if the rental agreemenfany will not be treated as a disqualifiedike the proposed regulations, provide
contains a variable rent provision. leaseback or long-term agreement unledgat, in the absence of a specific alloca-
For long-term leases of real estate, the requires more than $2,000,000 in rentdjon of fixed rent, the amount of fixed rent
final regulations provide a modified UN-nayments and other consideration. allocated to a rental period is the amount
even rent test. Under the final regula- pjnqu9h the $2,000,000 limitation hasOf fixed rent payable during that rental pe-
tions, all of the rules relating to the Uny, oo rarained in the final regulations, théod- The IRS and Treasury Department
even rent test will be applied to long-termp g o4 Treasury no longer believe suchfelieve that it is inappropriate to apply the
leases of real estate, except that & 15 p@ti +ion is appropriate. Accordingly, constant rental accrual rules solely be-
cent variance will be permitted in lieu ofthe IRS and Treasury are issuing propos'é"@use a rental agreement does not include
the 10 percent variance (the “85_115’regulations that would eliminate thea Specific allocation of fixed rent, whether
test) and a rent holiday will be disreg>"604 500 |imitation on a prospectiveds a result of inadvertence, failure to ob-

garded if it is commercially reasonablg .o tain professional tax advice, or otherwise.
and its duration does not exceed the lesser Further, while the constant rental accrual
of 24 months or 10 percent of the leasB. Rental agreement accrual method is not available unless the Com-
term. missioner makes a tax avoidance determi-

e oo o O e e if neiier e constant rental amourf2L0": Parties wishing (© accrue rent in
suggestion that the alternative’ test ’ accordance with the constant rental ac-

also be made available as an addition8pr the proportional rental amount is re-

A . . crual method may provide for an alloca-
safe harbor. Section 467 evidences recoguired to be accrued, the rent to be ag-_ " .. i Sai rental agreement

nition that tax avoidance may result fronfrued for a rental period is the rent allo-

X : ) - cated to that rental iod | d with tax consequences that approximate
the use of either increasing or decreasirfgdl€d 1o that rental period in accoraance - <. ¢ ihe constant rental accrual

rents in a section 467 rental agreemeﬁ«ﬂ{ith the section 467 rental agreement, ethod
depending on the circumstances of th&he amount of rent allocated to a rental’ '
lessor and lessee in the particular transaeriod by the rental agreement depends. Other applicable limitations

tion. The IRS and Treasury Departmer®n Whether the agreement provides a spe-
believe that the use of theY test may, in cific allocation of fixed rent. If a rental Some commentators suggested that the

some cases, result in substantial decreag@eement provides a specific allocatiofinal regulations provide that rental agree-
in rent. Thus, thés-% test is not included Of fixed rent, the amount of rent allocatednents will be closely scrutinized for sub-
in the final regulations. to each rental period during the lease tergtantial economic effect in appropriate
Furthermore, the final regulations reis the amount of fixed rent allocated tccases. For example, a rental agreement
tain the use of the calendar year as ttbat period by the agreement. In generaiay provide a specific allocation of fixed
basis for applying the uneven rent tes@ rental agreement specifically allocategent (or no specific allocation of fixed
The IRS and Treasury Department believéixed rent if the agreement unambigu+ent) that, under the regulations, would re-
that use of the calendar year is most cously specifies, for periods of no longesult in significant back-loaded or front-
sistent with the structure of section 467than a year, a fixed amount of rent fotoaded rent, but would not be subject to
which provides the calendar year as thehich the lessee becomes liable on aconstant rental accrual because it is not a
basis for determining whether rent isount of the use of the property durindeaseback or long-term agreement. In
deferred. that period. general, the rules of section 467 represent
Some commentators requested addi- The proposed regulations provide thagXxceptions to the general rules of tax ac-
tional safe harbors and other special rulds the absence of a specific allocation ofounting applicable to income and ex-
for leases of real estate, including the afixed rent, the amount of rent allocated tgense associated with rental agreements.
lowance of fixed increases that approxieach rental period during the lease term [dowever, the IRS and Treasury Depart-
mate the parties’ expectations of generahe amount of fixed rent payable duringnent do not believe that section 467 and
price increases during the lease term. THeat rental period. A number of commenthe regulations thereunder override other
final regulations do not provide any additators requested that the rule for allocatingrinciples of Federal tax law in the case of
tional provisions relating to real estateent in the absence of a specific allocatiomcome and expense associated with rental
leases except for the modified 85-115 uref fixed rent be amended. The commeragreements. Thus, the final regulations
even rent test and the expanded rent hotators stated that, if a rental agreememixplicitly provide that the Commissioner
day safe harbor. The IRS and Treasumpontains only a rent payment schedulmay apply authorities other than section
Department believe that any fixed in-without a separate rent allocation sched#67 and the regulations thereunder, such
creases in a real estate lease that excadd, the agreement should be treated as section 446(b) clear-reflection-of-in-
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come principles, section 482, and the sulprovides for increasing rent but is not a Some commentators requested addi-
stance-over-form doctrine, to determinalisqualified leaseback or long-term agredional guidance regarding whether a sub-
the income and expense from a rentahent, a taxable disposition of the propertgtantial modification of a lease has oc-
agreement (including the proper allocatioby the transferee on or after the expiratioourred, in view of the significant potential
of fixed rent under a rental agreement). of the lease term will not be subject ta@wonsequences of such a modification. In
section 467(c) recapture. Alternatively, addition, the commentators suggested
taxable disposition of the property by th&everal types of modifications that, in
transferee before the expiration of theheir view, should not be treated as a sub-
The proposed regulations reserve guid€@se term will be subject to the samstantial modification.
ance on the section 467 treatment of Coﬁ-_mount of section 467(0) recapture that Other commentators indicated that the
tingent rent, indicating that regulationgvould have applied if the transferor hagroposed regulations did not clarify

3. Rental Agreements with Contingent
Payments

addressing this issue would provide rule§ontinued to own the property. whether only the remaining portion of the
i imi . . modified lease is to be taken into account

fqr contingent reqt S|m|!ar to Fhose Pros. Other Disposition Rules aK :

vided for computing original issue dis- for purposes of determining the section

count for contingent payment debt in- The proposed regulations reserve guidt67 rent and interest for rental periods
struments in §1.1275-4. The finalance on whether special rules should bellowing the modification.
regulations continue to reserve on the seprovided for transfers of property and The final regulations retain the general
tion 467 treatment of contingent pay{easehold interests in transactions ifule of the proposed regulations under
ments. The IRS and Treasury Departmemthich gain or loss is not recognized iwhich a rental agreement would be
expect that regulations under §1.467—@&hole or in part. The IRS and Treasuryreated as a new lease for purposes of sec-
will be separately proposed, and continuBepartment believe, however, that specidion 467 if the parties agreed to a substan-
to invite comments regarding the treatrules are not necessary in the case of notal modification. Under the final regula-
ment of contingent rent and the applicarecognition transactions. As a generdions, if a substantial modification of a
tion of the 81.1275—4 rules to section 467atter, because a section 467 loan rental agreement occurs after June 3,
rental agreements. treated as indebtedness for all purposes ©996, the post-modification agreement is
the Internal Revenue Code, the rules théteated as a new agreement for purposes
apply to each of the nonrecognition proviof determining whether the agreement is a
sions in cases where the property transection 467 rental agreement or a disqual-
Some commentators requested certafgrred is encumbered by indebtedness willied leaseback or long-term agreement
modifications and further clarification of 2PPly to the transfer of property or aand for purposes of applying the effective
the recapture rules under section 467(c) igasehold mterfast subjeqt to a section 4&?ate provisions of the section 467 regula-
the case of dispositions by gift, transferioan. Further, |f_t_he section 467 loan reptions. These rules do not apply, however,
at death, and certain tax-free transactioni€Sents an additional asset of the trange a modification occurring on or before
In response to these comments, additionf§0r it is unlikely that any gain will be May 18, 1999, unless the rental agree-
rules and examples illustrating those rule€@lized by the transferor because, in mostent being modified is a post-June 3,
are provided in the final regulations. ~ ¢@S€s, the basis of the loan will be equaloge, disqualified leaseback or long-term
The purpose of the additional rules is t&° the sum of the principal amount of theagreement or the post-modification agree-
place the transferee in the same tax posRan @nd the accrued interest thereoment is a disqualified leaseback or long-
tion upon the subsequent disposition ofNUS: the provisions of the proposed regerm agreement.
the leased property as the transferdflat'c_’”s relating tol§peC|aI rules_for trans- |In general, in determining whether a
would have been in if the transferor had®rs in nonrecognition transactions havenodified agreement is a section 467

4. Recapture on Sale or Other
Disposition of Property

not transferred the property to the trand2€€n deleted. rental agreement, or a disqualified lease-
feree. For example, if property subject t§ Treatment of Modifications back or long-term agreement, the modi-
a section 467 rental agreement is trans- fied agreement is considered to consist

ferred in a transaction subject to section The proposed regulations provide tha@nly of the terms that relate to post-modi-
351, and if the transferor would have recif the lessor and lessee agree to a substdi¢ation items (as described below).
ognized section 467(c) recapture upon al modification of the terms of an exist-However, if a principal purpose of the
taxable disposition of the property, théng lease, the modified lease is generalljnodification is to avoid the purpose or in-
transferee may be subject to recaptutteeated as a new rental agreement for puent of section 467 or the regulations
upon a subsequent taxable disposition gioses of section 467. Thus, if the modithereunder, the Commissioner may treat
the property. The amount of the recapturied lease provides for increasing or dethe entire agreement (as modified) as a
upon the subsequent taxable dispositiozreasing rent, or deferred or prepaid rensingle agreement for purposes of section
will be determined by taking into accountand the rent exceeds $250,000, it i467. The final regulations also provide
the section 467 rent and section 467 intetreated under the proposed regulations &sat the post-modification agreement,
est relating to the period of the transa section 467 rental agreement, even if thetwithstanding its treatment as a new
feror's ownership of the property. Thuspre-modification lease was not a sectioagreement, will be characterized, in cer-
if a leaseback or long-term agreemem67 rental agreement. tain cases, in the same manner as the
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agreement in effect before the modificahas occurred. Because this determinatidease term only if it is reasonably ex-
tion. For example, if an agreement was & inherently factual, the regulations dgected, as of the agreement date, that the
leaseback or was subject to constamtot provide more specific criteria foroption will be exercised. In contrast, Rev.
rental accrual before its modification, thanaking this determination. However, inProc. 75-21 provides a comparable rule
post-modification agreement will gener-order to ensure that relatively insubstarenly for options that are exercisable by
ally be treated as a leaseback or as subjeiell changes to the terms of a lease agrethe lessee, while including the duration of
to constant rental accrual. Similarly, ifment and changes that do not implicatell lessor renewal options in the lease
the agreement was a long-term agreemethte policies of section 467 are not treatettrm. The IRS and Treasury Department
before its modification and the entireas substantial modifications under thidelieve that nothing in section 467 justi-
agreement (as modified) is a long-termule, safe harbor provisions have beefies a deviation from the rule of Rev.
agreement, the post-modification agreeadded. Proc. 75-21 in this instance. Accord-
ment will be treated as a long-term agree- |n general, the modifications that arengly, for purposes of determining the
ment. likely to affect the character of a rentaterm of a lease, the final regulations retain
The final regulations also provide rulesagreement for purposes of section 467 atke rule of the proposed regulations only
for accounting for the effects of modifica-those that change the amount or timing dbr lessee options, and treat all lessor op-
tions occurring after May 18, 1999. In th@ent allocated or rent payable for the ustons as if they had been exercised.
case of a substantial modification, thef the property, or the identity of the tax- _
lessor and lessee must take pre-modificaayer taking those amounts into account: Effective Dates
tion items (generally, rent for periods beThys, a substantial modification will not
fore the modification, interest thereonyesyit from changes in any provision fory;
and payments allocable theretq_(whethqhe payment of third-party costs or any,
irgs)daecscc)a;%rteur?crjee;f:ﬁ; Qstr:ggdc;l;lgigggz])qther provision that is ignored for pur-1996 and (2) other rental agreements en-
boses of determining whether the agreareq into after May 18, 1999. No infer-

ing used before the modification. In COMment provides for contingent rents. In adsnee should be drawn concerning the
puting section 467 rent, section 467 intelgition, the refinancing of a 1€ssor'Syeatment of rental agreements entered

est, and the amount of the section 46,
’ indebtedness on a leveraged lease w ; ;
loan with respect to post-modification g _\Hto before the regulations are applicable.

: Ladiiiing generally not be treated as a substantigiyreover. the IRS will. in a iat
items, only post-modification items are, e i ’ ' ppropriate
yp modification of the lease, subject to comg e ymstances, apply the provisions of

taken into account. In addition, the pargjiance with certain conditions and limita-

ties to the agreement are required to talﬂ% - - T section 467 requiring constant rental ac-
; i ns. These conditions and limitation ;
into account adjustments necessary o, Srual to rental agreements entered into on

Lo e e intended to permit refinancings tQy pefore June 3. 1996
_pre\;ent dlrJ]pllcat(ljc_)ps and omissions resulty, g classification as a substantial Modi- some commentators requested that the
mglgnr:;]rg (t:aesem(;)f ;Ifnaélc(j)i?i;:ation that is nohcation in circumstances where the prigffective date for disqualified leasebacks
: . : ary objective of the lessee is to take ady,q jong-term agreements be deferred so
substantial, section 467 rent and interegt, g g

for periods affected by the modification ntage of favorable changes in intereghat the regulations would apply only to

are determined under the terms of the enttes: agreements entered into after the date on

tire agreement (as modified). In addition In the case of a transfer of leased propghich final regulations are published in
the parties to the agreemen.t are requirqe ty by t% Ief_ssolr or e|1 f.UbSt'tUt'c.)(;] Otth{]e Federal Register. The final regula-
oy >5€€, the Tinal regulations provide thajgons do not adopt this suggestion. The

to recompute the balance of the secnoH]e transfer or substitution will be treate§rg and T D t t beli that
467 loan under the new terms and to takaeS a substantial modification only if a and lreasury Department believe tha
' i iti he additional safe harbors provided in
e o L Bl ppose ofhe 1152010 5 1o reuagone il peventoasepacs
account) the change in the loan balanctaevmc_ia_nce of Federal income tax. In desnqg jong-term agreements entered into
resulting from the modification. They " '"d whether a transfer or substitUagier jyne 3, 1996, and on or before May
are also required to take into account arion should be treated as a substantigy 1999 (the interim period), from being
amount necessary to prevent duplicatio odification, the safe harbors and othef,3ppropriately disqualified in cases
or omissions resulting from the modifi-PTNCiPIes that generally apply in taxyhere the increasing or decreasing rents
cation. avoidance determlnatlo_ns_are taken intR;ve not been motivated by tax avoid-

The final regulations also provide addi2°c°UNt and the Commissioner may régfce  some of these commentators also
tional guidance for determining whethef'® POSt-modification agreement as a nefqyested that the regulations not be ap-
a substantial modification of a lease ha@dreement or treat the entire agreemepfieq 1o rental agreements entered into
occurred, adopting some of the principle s modified) as a single agreement. pursuant to a contract that was binding on
applicable to the modification of debt in-7 pefinition of Lease Term t_he applicable effective df':l_te. _The effec-
struments under 81.1001-3. Under the tive dates have been clarified in response
final regulations, all of the facts and cir- The proposed regulations provide thato these comments.
cumstances will be examined to deteran option period, whether exercisable by Other commentators requested that tax-
mine whether a substantial modificatiorthe lessor or the lessee, is included in thgayers be permitted to rely on the provi-

The regulations are applicable for (1)
squalified leasebacks and long-term
greements entered into after June 3,
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sions of the proposed regulations in thsitional rule, a lessee’s change in it€hief Counsel for Advocacy of the Small
case of leasebacks and long-term agremethod of accounting for a rental agreeBusiness Administration for comment on
ments entered into during the interim pement does not affect the method of adheir impact on small businesses.
riod. According to these commentatorsgcounting used by the lessor for the same )
the terms of certain leasebacks and longgreement. In the case of similar rentafafting Information
term agreements entered into during thegreements entered into after May 18, The principal author of these regula-
interim period were structured so as ta999, lessees will be able to obtain resulig)ns is Forest Boone of the Office of As-
comply with the safe harbors and othetomparable to the constant rental accrua|stant Chief Counsel (Income Tax and
provisions of the proposed regulations imethod only by providing a specific allo-pccounting). However, other personnel
order to ensure that these agreemengation schedule that differs from the renfrom the IRS and Treasury Department
would not be treated as disqualified leasgyayment schedule. participated in their development.
backs or long-term agreements. In the ab-
sence of a provision permitting taxpayerd0. Issues Not Addressed X %k % % ow
to rely on the provisions of the proposed ) :
regul}a/ltions inpthese cases, theloseloagree-The final regulations do not address thg o tion of Amendments to the
ments might lose their safe-harbor proteca}ppl!Catlon O.f section 467'to paymepts foh
tion because of changes made in the fingf.mc.es' With rgspect to the p055|blg ap- . .

ication of section 467 to transactions Accordingly, 26 CFR part 1 is amended

regulations. Accordingly, the final re u-P ) .
9 gy g sometimes referred to as “lease strips” as follows:

lations permit taxpayers to rely on the . . S ) .
provisions of the proposed regulations instnppmg transactions”, as described in

the case of any leaseback or Iong-tertl},otlce 95-53 (1995-2 C.B. 334), regulaPART 1—INCOME TAXES
agreement entered into during the interif{ons under section 7701(l) were proposed paragraph 1. The authority citation for
period. No specific election is required irfte" the issuance of the proposed regulgyyt 1 is amended by adding entries in nu-
the case of an agreement subject to thji$"S under section 467 setting forth thenerica) order to read, in part, as follows:
provision. treatment of such transactions. Conse- Authority: 26 U.S.C. 7805 * * *

quently, the IRS and Treasury Department g1 467-1 is also issued under 26
9. Special Transitional Rule believe that no specific guidance on thg¢) 5 c. 467.

treatment of such transactions under sec- i i

Although the regulations do not applyion 467 is necessary. U§1C4ig72 is also issued under 26

to any rental agreement entered into on of The final regulations also do not pro- §1.467-3 is also issued under 26

before June 3, 1996, and do not apply {aye guidance concerning the applicabily s ¢. 467,
any rental agreement other than a d'sq“"ﬂy of penalties or additions to tax when §1 .467-4 is also issued under 26

ified leaseback or Io?g-term agreemente commissioner determines that a segt s . 467,
entered into on or before May 18, 1999l’ion 467 rental agreement should be §1.467-5 is also issued under 26

Egn;ﬁmc/\(/)ergr?:zthaatg;se :ﬁgﬁe;t:tiggﬁftggyeated as a disqualified leaseback qy s.c. 467.
; 'ong-term agreement. No inference —6 i i
counting to the constant rental accru 9 9 §1.467-6 is also issued under 26

. . aéhould be drawn from the failure to ady.s.C. 467.

methpd for rental agreements InVOIV'n%ress the issue in these regulations con-§1.467-7 is also issued under 26
certain types of property financed by taX'cerning the Commissioner’s authority tay . s.C. 467.
exempt ponds vyhere the ggreements Welrr%pose applicable penalties and additions §1.467—8 is also issued under 26
entered into prior to the issuance of th

section 467 regulations. The special ruleO tax in such circumstances, U.S.C. 467. ) i
§1.467-9 is also issued under 26

was requested because, prior to the i '

q . p Special Analyses USC 467 * * *
suance of regulations, lessees had entered . _ he fi ¢
into rental agreements providing for dis- It has been determined that this Trea- Par. 2. In 81.61-8, the first sentence o
proportiona‘[e|y |arge payments of rent irpury dec.ision is not.a Sig_nificant regulapara_graph (b) is revised to read as fol-
the later years of the lease term, but witHory action as defined in EO 12366-|0WS'
out specific allocations of rents. In thelherefore, a regulatory assessment is N8l 61-8 Rents and royalties.
view of the commentators, the circum{equired. It also has been determined that
stances in which a schedule of rent payection 553(b) of the Administrative Pro- ok ok
ments would be treated as a rent allocgedure Act (5 U.S.C. chapter 5) does not (b) *** Except as provided in section
tion schedule were not fully addressed bgpply to these regulations, and, becausg” =X 7oP 25 PIORCET B BSEIT
the legislative history. the regulations do not impose a CO"eCtioﬁ\come includegs advance rentals ,w%ich

In response to the comments, the finaif information on small entities, the Reg_must be included in income for the, ear of
regulations contain a special transitionallatory Flexibility Act (5 U.S.C. chapter . } y

: ._receipt regardless of the period covered or
rule under which lessees may change the) does not apply. Pursuant to sec'uoH1e method of accounting emoloved b
method of accounting for certain agree7805(f) of the Internal Revenue Code, th %% g employ y
: : . the taxpayer.

ments to the constant rental accrualotice of proposed rulemaking preceding
method. With respect to this special tranthese regulations was submitted to the ok ok ok ok

egulations
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Par. 3. In 81.451-1, paragraph (g) is (ii) Exceptions—(A) Volume, fre- (i)
added to read as follows: guency of use, or incone* * (iv)
(B) Section 467 rental agreements  (4)

§f1:45|1_'1 General rule for taxable year yhq case of a liability arising out of the use
otinclusion. of property pursuant to a section 467i)
rental agreement, economic performancg)

o ) ) occurs as provided in §1.461-1(a)-
(g) Timing of income from section 467(2)(iii)(E).

rental agreements. For the timing of in-
come with respect to section 467 rental

agreements, see section 467 and the regu—(7) <% % Assume further that the exam-(2)

lations thereunder. . . i)
Par. 4. Section 1.461-1 is amended bp:Ies do not involve section 46.7 rentaé@
) greements and, therefore, section 467
1. Adding a sentence at the end o

not applicable. The examples are as fofiil)

paragraph (a)(1). Iows-pp P
2. Adding paragraph (a)(2)(iii)(E). ' (e)
The additions read as follows: (1)

Par. 6. Sections 1.467-0 througlf2)
1.467-9 are added to read as follows:

* Kk * *x %

(d)
(1)

* K* *x *x %

* Kk * *x %

81.461-1 General rule for taxable year

of deduction. ()
(@) * = (ii)
(1) *** See section 467 and the regu- This section lists the captions that ap-

lations thereunder for rules under which 8ear in §81.467-1 through 1.467-9. ()

liability arising out of the use of property

pursuant to a section 467 rental agreeme®t.467-1 Treatment of lessors and

§1.467—0 Table of contents.

is taken into account. lessees generally. Q)
(2) * x> : (i)
(iil) * * * (@) Overview. (ii)
(E) Except as otherwise provided byl) Ingeneral. , . (2

regulations or other published guidancé?) C@ses in which rules are inapplica-

issued by the Commissioner (See  Dle- ®3)

§601.601(b)(2) of this chapter), in thed) ~Summary of rules. (@)

case of a_liability arising out of the use of) ~ Basic rules. 0

property pursuant to a section 467 rentdl) ~Special rules. (ii)

Scope of rules.
Application of other authorities. jj)
Method of accounting for section

agreement, the all events test (includin
economic performance) is considered m
in the taxable year in which the liability is(b)

to be taken into account under section 467 467 rental agreements. (iv)
and the regulations thereunder. (c) Section 467 rental agreements.  (v)
(1) Ingeneral.
eeroe (2) Increasing or decreasing rent.
Par. 5. Section 1.461—4 is amended b%i Fixed rent. (A)
1. Redesignating the text of paragrap In general. (B)

Certain rent holidays disregarded.

d)(3)(ii) following the heading as para-
(@) d g P ii)  Fixed rent allocated to a rental pe{C)

graph (d)(3)(ii)(A) and adding a headingd’)

for newly designated paragraph (d)(3)- riod. y _
(i) (A). (A) Specific allocation. (vi)
2. Adding paragraph (d)(3)(ii)(B). (1) Ingeneral. (5)

3. Adding two sentences at the end d2)  Rental agreements specifically allo{6)

the introductory text of paragraph (d)(7). cating fixed rent. (7)
The additions read as follows: No specific allocation. 0)
(i) Contingent rent. (i)

§1.461-4 Economic performance. (A) Ingeneral. (9)

v x % % % (B) Certain contingent rent disregarded.

(3) Deferred or prepaid rent. (2)

(d) *** (i) Deferred rent. 2
(3)*** (i) Prepaid rent. (h)
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Rent allocated to a calendar year.
Examples.

Rental agreements involving total
payments of $250,000 or less.

In general.
Special rules in computing amount
described in paragraph (c)(4)(i) of
this section.

Section 467 rent.

In general.

Fixed rent for a rental period.
Constant rental accrual.
Proportional rental accrual.

Section 467 rental agreement ac-
crual.

Section 467 interest.

In general.

Interest on fixed rent for a rental
period.

In general.
Section 467 rental agreements with
adequate interest.

Treatment of interest.

Substantial modification of a rental
agreement.

Treatment as new agreement.

In general.
Limitation.

Post-modification agreement; in
general.

Other effects of a modification.
Special rules.

Carryover of character; leasebacks.
Carryover of character; long-term
agreements.
Carryover of character; disqualified
agreements.
Allocation of rent.

Difference between aggregate rent
and interest and aggregate pay-
ments.

In general.

Constant rental accrual prior to the
modification.

Agreements described in this para-
graph (f)(4)(v)(C).

Principal purpose of tax avoidance.
Definitions.

Safe harbors.

Special rules for certain transfers.
In general.
Exception.

Treatment of amounts payable by
lessor to lessee.

Interest.

Other amounts. [Reserved]
Meaning of terms.
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(i)
()
(1)
()
(i)
(ii)
3)
(4)

()

[Reserved] (1)
Computational rules. (2)
Counting conventions. ()

Conventions regarding timing of (i)

rent and payments. (iii)
In general. 3)
Time amount is payable. 4)
Annualized fixed rent. 0]

Allocation of fixed rent within a pe- (i)
riod. (iii)
Rental period length. (d)

1)

81.467-2 Rent accrual for section 467 )

rental agreements without adequate

In general. (2)
Tax avoidance. (2)
In general. (b)
Significant difference in tax rates. (1)
Special circumstances. (2
Safe harbors.

Uneven rent test. 0]
In general. (i)
Special rule for real estate. 3
Operating rules. (c)

Calculating constant rental amount.
In general.
Initial or final short periods.

In general.

Exceptions.

Variable rate treated as fixed.
In general.
Variable
amount.

In general.
Positive or negative adjustment.
Section 467 loan balance.
Examples.

interest adjustment

81.467—6 Section 467 rental agreements
with contingent payments. [Reserved]

Method to determine constant rentaé1 467-7 Section 467 recapture and

; 3)
interest. amount; no short periods.
(a) Section 467 rental agreements fof) ~ Step 1.
which proportional rental accrual is(i) ~ Step 2.
required. (i) Step 3. (a)
(b) Adequate interest on fixed rent.  (€) ~ Examples. EE;
(1) Ingeneral. §1.467—4 Section 467 loan. )
(2) Section 467 rental agreements that
provide for a variable rate of inter-(a) In general. (_3)
est. (1) Overview. 0)

()

(1)
()

(d)
(€)
(1)
(2)
3)

Computation of proportional rental(2)
amount.

In general.

Section 467 rental agreements thgB)
provide for a variable rate of inter-

est. (4)
Present value.
Applicable Federal rate. (b)

In general. (2)
Source of applicable Federal rates.(2)
110 percent of applicable Federal
rate.

(4) Term of the section 467 rental(3)
agreement. (c)

(i) Ingeneral. (1)

(i) Section 467 rental agreements with(i)
variable interest. (i)

(H Examples. (iii)

81.467-3 Disqualified leasebacks and @

long-term agreements.

(@) Generalrule.

(b) Disqualified leaseback or Iong—term(3)
agreement.

(1) Ingeneral. (4)

(2) Leaseback. (d)

(3) Long-term agreement. (€)

(i) Ingeneral.

(i) Statutory recovery period.

(A) Ingeneral. ()

(B)

()

No section 467 loan in the case ofl)
certain section 467 rental agree ¢
ments. (1)
Rental agreements subject to corﬁz)
stant rental accrual. (.3)
Special rule in applying the provi—(!?
sions of §1.467—7(e), (f), or (g). (i1
Principal balance. (A)
In general. (B)
Section 467 rental agreements that

provide for prepaid fixed rent and(gg
adequate interest.

Timing of payments. (6)
Yield. 7)
In general.

Method of determining yield. (d)
Method of stating yield. (©)
Rounding adjustments. (1)
Yield of section 467 rental agree—(z)
ments for which constant rental(g)

amount or proportional rental (4)
amount is computed. ®
Yield for purposes of applying para-
graph (a)(4) of this section. (1)
Determination of present values. )
Contingent payments. 3)
Section 467 rental agreements th%h)
call for payments before or after the(g)
lease term.

Examples.

Special rule for rental agreementsg 467_5 Section 467 rental agreement%)
[

relating to properties having differ-
ent statutory recovery periods.
Tax avoidance as principal purposéa)
for increasing or decreasing rent.

1999-24 |.R.B.

with variable interest.

Variable interest on deferred or prefii)
paid rent.

11

other rules relating to dispositions and
modifications.

Section 467 recapture.

Recapture amount.

In general.

Prior understated inclusion.
Section 467 gain.

In general.

Certain dispositions.

Special rules.

Gifts.

Dispositions at death.

Certain tax-free exchanges.

In general.

Dispositions covered.

In general.

Transfers to certain tax-exempt or-
ganizations.

Dispositions by transferee.
Like-kind exchanges and involun-
tary conversions.

Installment sales.

Dispositions covered by section
170(e), 341(e)(12), or 751(c).
Examples.

Other rules relating to dispositions.
In general.

Treatment of section 467 loan.
[Reserved]

Examples.

Treatment of assignments by lessee
and lessee-financed renewals.
Substitute lessee use.

Treatment of section 467 loan.
Lessor use.

Examples.

Application of section 467 follow-
ing a rental agreement modifica-
tion.

Substantial modifications.
Treatment of pre-modification
items.

Computations with respect to post-
modification items.
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(iif) Adjustments. and lessee of tangible property to tredbr establishing and adjusting a section
(A) Adjustment relating to certain pre-rents consistently and to use the accrudb?7 loan (the amount that a lessor is

payments. method of accounting (and time value ofleemed to have loaned to the lessee, or
(B) Adjustment relating to retroactivemoney principles) regardless of theivice versa, pursuant to the application of
beginning of lease term. overall method of accounting. In addithe section 467 regulations). Section
(iv) Coordination with rules relating to tion, in certain cases involving tax avoid-1.467-5 provides rules for applying the
dispositions and assignments. ance, the lessor and lessee must take resiction 467 regulations where a rental
(A) Dispositions. and stated or imputed interest into acagreement requires payments of interest
(B) Assignments. count under a constant rental accrualt a variable rate. Section 1.467-6, relat-
(2)  Other modifications. method, pursuant to which the rent isng to the treatment of certain section 467
(i)  Computation of section 467 loan foryeated as accruing ratably over the entinental agreements with contingent pay-
modified agreement. lease term. ments, is reserved. Section 1.467—7 pro-

(i) Change in balance of section 467 (2) cases in which rules are inapplica-vides rules for the treatment of disposi-
Ioan: _ ble. Section 467 applies only to leases (aiions by a lessor of property subject to a
(iif) Section 467 rent and interest aftefyiher similar arrangements) that constisection 467 rental agreement and the
__ the modification. tute section 467 rental agreements as deeatment of assignments by lessees and
(iv) Appllpgble.Federal rqte. . fined in paragraph (c) of this section. Focertain lessee-financed renewals of a sec-
V) MOd'f'Ca.t'on effective within a example, a rental agreement is not a sedon 467 rental agreement. Section
. rental per lod. tion 467 rental agreement, and, thereford,467—7 also provides rules for the treat-
g:?) Colct)g?(rjiigtlij;mvsi?rt]&rules relating to is not subject to the provisions of this seanent of modified rental agreements. Sec-
dispositions and assignments, tion _and 881.467-2 t_hrough 1_.467—9_ _(thBon 1.467_—8 provides special tranSItlor_1aI
(viii) Exception for agreements entere3ect|on 467 regulations), if it specifiesules relgtlng to the method of account!ng
into prior to effective date of Sec_equaI amounts of rent for each montffior certain rental agreements ente_red into
tion 467 throughout the Iease-term and all paysn or before .May 18, 199-9. Finally,
3)  Adjustment by Commissioner. ment; of rent are due in the_calendar ye8i.467-9 p.rowdes the effgctlve date rules
(4) Effective date of modification. _to which the re_nt relates (or in the preced_‘or the section 467 regulatloqs.
(5) Examples. ing or succeedmg calendar ye_ar). In addi- (4) Scope of rules.No mfer.e.nce
(h) Omissions or duplications. tion, the section 467 regulations do poﬂ;hould b_e drawn from any provision of
(1) Ingeneral. apply to a rental agreement that requirebis sectlo_n or 881.467-2 through 1.467—
(2) Example. total rents of $250,000 or less. For pur9 concerning whether—
poses of determining whether the agree- (i) For Federal tax purposes, an
§1.467-8 Automatic consent to change ment has total rents of $250,000 or lessrrangement constitutes a lease; or
to constant rental accrual for certain certain specified contingent rent is disre- (ii) For Federal tax purposes, any
rental agreements. garded. obligation of the lessee under a rental
(3) Summary of rules-(i) Basic rules. agreement is treated as rent.
Paragraph (c) of this section provides (5) Application of other authorities.
rules for determining whether a rentaNotwithstanding section 467 and the reg-
agreement is a section 467 rental agreatations thereunder, other authorities such
§1.467-9 Effective dates and automatic ment. Paragraphs (d) and (e) of this seas section 446(b) clear-reflection-of-in-
method changes for certain agreements.tion provide rules for determining thecome principles, section 482, and the sub-
amount of rent and interest, respectivelystance-over-form doctrine, may be ap-

(&) Generalrule.
(b) Agreements to which automatic
consent applies.

(@) Ingeneral. _ required to be taken into account by alied by the Commissioner to determine
(b)  Automatic consent for certain rentalessor and lessee under a section 48fe income and expense from a rental
agreements. rental agreement. Paragraphs (f) througiigreement (including the proper alloca-

(c) Application of regulation project (h) and (j) of this section provide variougion of fixed rent under a rental agree-
IA-292-84 to certain leasebacks an@jefinitions and special rules relating tanent).

long-term agreements. the application of the section 467 regula- (b) Method of accounting for section
(d) Entered into. tions. Paragraph (i) of this section is re467 rental agreementslf a rental agree-
(e) Change in method of accounting. gerved. ment is a section 467 rental agreement, as
(1)  Ingeneral. _ _ (i) Special rules. Section 1.467—2 described in paragraph (c) of this section,
(2) Application of regulation project provides rules for section 467 rentathe lessor and lessee must each take into

'A_292—5_34- agreements that have deferred or prepaatcount for any taxable year the sum of—
(3) Automatic change procedures.  rents without providing for adequate in- (1) The section 467 rent for the taxable

terest. Section 1.467-3 provides rules forear (as defined in paragraph (d) of this

application of the constant rental accruaection); and

method, including criteria for determining (2) The section 467 interest for the tax-
(a) Overview—(1) In general. When whether an agreement is subject to thisble year (as defined in paragraph (e) of

applicable, section 467 requires a lessonethod. Section 1.467—4 provides rulethis section).
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(c) Section 467 rental agreement§l) cause the total amount of fixed rent specias of the close of a calendar year (deter-
In general. Except as otherwise providedfied is not equal to the total amount ofmined under paragraph (c)(3)(iii) of this
in paragraph (c)(4) of this section, thdixed rent payable under the lease), theection) exceeds the cumulative amount
term section 467 rental agreement meamsnount of fixed rent allocated to a rentabf rent payable as of the close of the suc-
a rental agreement, as defined in pargeriod is the amount of fixed rent payableeeding calendar year.
graph (h)(12) of this section, that has induring that rental period. If an amount of (i) Prepaid rent. A rental agreement
creasing or decreasing rents (as describéged rent is payable before the beginningpas prepaid rent under this paragraph
in paragraph (c)(2) of this section), or deef the lease term, it is allocated to the firstc)(3) if the cumulative amount of rent
ferred or prepaid rents (as described irental period in the lease term. If arpayable as of the close of a calendar year

paragraph (c)(3) of this section). amount of fixed rent is payable after thexceeds the cumulative amount of rent al-
(2) Increasing or decreasing rent(i) end of the lease term, it is allocated to thiecated as of the close of the succeeding
Fixed rent—(A) In general. A rental last rental period in the lease term. calendar year (determined under para-

agreement has increasing or decreasing(iii) Contingent rert—(A) In general. graph (c)(3)(iii) of this section).

rent if the annualized fixed rent, as deA rental agreement has increasing or de- (iii) Rent allocated to a calendar year.

scribed in paragraph (j)(3) of this section¢reasing rent if it requires (or may re+or purposes of this paragraph (c)(3), the

allocated to any rental period exceeds thguire) the payment of contingent rent (asent allocated to a calendar year is the

annualized fixed rent allocated to anydefined in paragraph (h)(2) of this secsum of—

other rental period in the lease term. tion), other than contingent rent described (A) The fixed rent allocated to any
(B) Certain rent holidays disregarded.in paragraph (c)(2)(iii)(B) of this section. rental period (determined under para-

Notwithstanding the provisions of para- (B) Certain contingent rent disre- graph (c)(2)(ii) of this section) that begins

graph (c)(2)(i)(A) of this section, a rentalgarded. For purposes of this paragraphand ends in the calendar year;

agreement does not have increasing or de)(2)(iii), rent is disregarded to the extent (B) A ratable portion of the fixed rent

creasing rent if the increasing or decreast is contingent as the result of one oallocated to any other rental period that

ing rent is solely attributable to a rent holmore of the following provisions— begins or ends in the calendar year; and

iday provision allowing reduced rent (or (1) A qualified percentage rents provi- (C) Any contingent rent that accrues

no rent) for a period of three months osion, as defined in paragraph (h)(8) of thiduring the calendar year.

less at the beginning of the lease term. section; (iv) Examples. The following exam-
(i) Fixed rent allocated to a rental (2) An adjustment based on a reasorples illustrate the application of this para-

period—(A) Specific allocation—(1) In able price index, as defined in paragrapgraph (c)(3):

general. If a rental agreement provides gh)(10) of this section;

specific allocation of fixed rent, as de- (3) A provision requiring the lessee to, . ihat provides for the lease of property to begin

scribed in paragraph (c)(2)(ii)(A)(2) of pay third-party costs, as defined in parasn january 1, 2000, and end on December 31, 2003.
this section, the amount of fixed rent allograph (h)(15) of this section; The rental agreement provides that rent of $100,000
cated to each rental period during the (4) A provision requiring the paymentaccrues during each year of the lease term. Under
lease term is the amount of fixed rent alloef late payment charges, as defined iff¢ réntal agreement, no rent is payable during cal-

. . - endar year 2000, a payment of $100,000 is to be
cated to that period by the rental agregzaragraph (h)(4) of this section; made on December 31, 2001, and December 31,

ment. (5) Aloss payment provision, as de2002, and a payment of $200,000 is to be made on
(2) Rental agreements specifically alfined in paragraph (h)(7) of this section; December 31, 2003. A and B both select the calen-
locating fixed rent. A rental agreement  (6) A qualified TRAC provision, as de- dar year as their rental period. Thus, the amount of
specifically allocates fixed rent if thefined in paragraph (h)(9) of this section; "ent allocated to each rental period under paragraph
tal agreement unambiguously speci- (7) A residual condition provision as(c)(z)(") of this section is $100,000. Therefore, the
r_en 9 ; g y sp . . p o rental agreement does not have increasing or de-
fies, for periods no longer than a year, defined in paragraph (h)(13) of this seCgreasing rent as described in paragraph (c)(2)(i) of
fixed amount of rent for which the lessedion; this section.
becomes liable on account of the use of (8) A tax indemnity provision, as de- (i) Under paragraph (c)(3)(i) of this section, a
the property during that period, and théined in paragraph (h)(14) of this section; étal agreement has deferred rent if, at the close of
total amount of fixed rent specified is (9) A variable interest rate provision a calendar year, the cumulative amount of rent allo-
p ’ i . P ’cated under paragraph (c)(3)(iii) of this section ex-
equal to the total amount of fixed rents defined in paragraph (h)(16) of thigeeds the cumulative amount of rent payable as of
payable under the lease. For example,s&ction; or the close of the succeeding year. In this example,
rental agreement providing that rent is (10) Any other provision provided in there is no deferred rent: the rent allocated to 2000
$100,000 per calendar year, and providegulations or other published guidanc&100:000) does not exceed the cumulative rent
ing for total payments of fixed rent equaissued by the Commissioner, but only i ayable as of December 31, 2001 ($100,000); the
Ing pay o __q _y_ ) . ! . y ent allocated to 2001 and preceding years
to the total amount specified, specificallythe provision is designated as contingen200,000) does not exceed the cumulative rent
allocates rent. A rental agreement statingent to be disregarded for purposes of thisyable as of December 31, 2002 ($200,000); the
only when rent is payable does not speciparagraph (c)(2)(iii). rent allocated to 2002 and preceding years
ically allocate rent. (3) Deferred or prepaid rent(i) De- ($300,000) does not exceed the cumulative rent

payable as of December 31, 2003 ($400,000); and

(B) No specific allocation.If a rental ferred rent. A rental agreement has de?the rent allocated to 2003 and preceding years

agreement does not provide a specific aferred rent under this paragraph (c)(3) ifs400,000) does not exceed the cumulative rent
location of fixed rent (for example, be-the cumulative amount of rent allocategayable as of December 31, 2004 ($400,000).

Example 1.(i) Aand B enter into a rental agree-
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Therefore, because the rental agreement does nigiken into account at the sum of its restant rental amount (as determined under
have increasing or decreasing rent and does not hq¥gaining principal amount and accrued in§1.467-3(d)).
gesf:;'fodnjegrf:ﬂ; fgﬁg;;ee;imal agreement Is nel et (if any) thereon or, in the case of an (i) Proportional rental accrual.In the

Example 2.()) Aand B enter into a rental agree-Obligation originally issued at a discountcase of a section 467 rental agreement
ment that provides for a 10-year lease of persondlt the sum of its adjusted issue price arttiat is not described in paragraph (d)(2)(i)
property, beginning on January 1, 2000, and endirgccrued qualified stated interest (if any)of this section, and does not provide ade-
3;:1;'Se‘ffﬁat’cecrrj;{szgfo?én:? éigtggggéi‘img”égwthin the meaning of §1.1273-1(c)(1). quate interest on fixed rent (as determined
month of the lease term. Under péragraph ©)3)ii) (C) All rental agrec_—zments that_are partinder §1.A_167—_2(b)), the flxe_d rent for a
of this section, $120,000 is allocated to each calef the same transaction or a series of reental period is the proportional rental
dar year. The rental agreement provides for kated transactions involving the sameamount (as determined under §1.467—
$1,200,000 payment on December 31, 2000. lessee (or any related person) and tH¥c)).

_ (i) The rental agreement does not have increagame |essor (or any related person) are (i) Section 467 rental agreement ac-
Ing or decreasing rent as described in paragraq?eated as a single rental agreemendrual. In the case of a section 467 rental
(c)(2)(i) of this section. The rental agreement, how- ’ i - . A
ever, provides prepaid rent under paragrapNVhether two or more rental agreementagreement that is not described in either
(c)(3)(ii) of this section because the cumulativeare part of the same transaction or a seriparagraph (d)(2)(i) or (ii) of this section,
amount of rent payable as of the close of a calendaf related transactions depends on all thbe fixed rent for a rental period is the
year exceeds the cumulative amount of rent alloga ot and circumstances. amount of fixed rent allocated to the
cated as of the close of the succeeding calendar year'(D) If an agreement includes a provitental period under the rental agreement
For example, the cumulative amount of rent payable / . ” ) !
as of the close of 2000 ($1,200,000 is payable opiON iNcreasing or decreasing rent payabkes determined under paragraph (c)(2)(ii)
December 31, 2000) exceeds the cumulative amousolely as a result of an adjustment baseaf this section.
of rent allocated as of the close of 2001, the succeedn a reasonable price index, the amount () Section 467 interest(1) In gen-
ing calendar year ($240,000). Accordingly, theyascerined in paragraph (c)(4)(i) of thiseral. The section 467 interest for a tax-
rental agreement is a section 467 rental agreement. . . . .
Section must be determined as if the a@mble year is the sum of—

(4) Rental agreements involving totalplicable price index did not change during (i) The interest on fixed rent for any
payments of $250,000 or lesgi) In the lease term. rental period that begins and ends in the
general. A rental agreement is not a sec- (E) If an agreement includes a variabléaxable year;
tion 467 rental agreement if, as of thénterest rate provision (as defined in para- (ii) A ratable portion of the interest on
agreement date (as defined in paragragiaph (h)(16) of this section), the amounfixed rent for any other rental period be-
(h)(1) of this section), it is not reasonablydescribed in paragraph (c)(4)(i) of thisginning or ending in the taxable year; and
expected that the sum of the aggregagection must be determined by using fixed (iii) In the case of a section 467 rental
amount of rental payments under théate substitutes (determined in the samegreement that provides for contingent
rental agreement and the aggregate valgganner as under §1.1275-5(e), treatingnt, any interest that accrues on the con-
of all other consideration to be receivedhe agreement date as the issue date) torgent rent during the taxable year.
for the use of property (taking into acthe variable rates of interest applicable to (2) Interest on fixed rent for a rental
count any payments of contingent renthe lessor’s indebtedness. period—(i) In general. Except as pro-
and any other contingent consideration) (F) Contingent rent described in paravided in paragraph (e)(2)(ii) of this sec-
will exceed $250,000. graphs (c)(2)(ii))(B)(3) through (8) of thistion and 81.467-5(b)(1)(ii), the interest

(i) Special rules in computing amounisection is not taken into account. on fixed rent for a rental period is equal to
described in paragraph (c)(4)(i) of this (d) Section 467 rert(1) In general. the product of-
section. The following rules apply in de- The section 467 rent for a taxable year is (A) The principal balance of the sec-
termining the amount described in parathe sum of— tion 467 loan (as described in §1.467—
graph (c)(4)(i) of this section: (i) The fixed rent for any rental period4(b)) at the beginning of the rental period;

(A) Stated interest on deferred rent i¢determined under paragraph (d)(2) oéand
not taken into account. However, théhis section) that begins and ends in the (B) The yield of the section 467 loan
Commissioner may recharacterize a potaxable year; (as described in §1.467-4(c)).
tion of stated interest as additional rent if (ii) A ratable portion of the fixed rent (ii) Section 467 rental agreements with
a rental agreement provides for interest dior any other rental period beginning oladequate interestExcept in the case of a
deferred rent at a rate that, in light of alending in the taxable year; and section 467 rental agreement that is a dis-
of the facts and circumstances, is clearly (iii) In the case of a section 467 rentafjualified leaseback or long-term agree-
greater than the arm’s-length rate of inteegreement that provides for contingenment, if a section 467 rental agreement
est that would have been charged in ®ent, the contingent rent that accrues duprovides adequate interest under 81.467-
lending transaction between the lessdng the taxable year. 2(b)(2)(i) (agreements with no deferred or
and lessee. (2) Fixed rent for a rental perice~(i) prepaid rent) or §1.467-2(b)(1)(ii) (agree-

(B) Consideration that does not in-Constant rental accrualln the case of a ments with adequate interest stated at a
volve a cash payment is taken into acsection 467 rental agreement that is a disingle fixed rate), the interest on fixed
count at its fair market value. A liability qualified leaseback or long-term agreerent for a rental period is the amount of
that is either assumed or secured by propient (as described in §1.467-3(b)), thaterest provided in the rental agreement
erty acquired subject to the liability isfixed rent for a rental period is the confor the period.
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(3) Treatment of interestif the section (within the meaning of paragraph (v) Difference between aggregate rent
467 interest for a rental period is a posif)(5)(iv) of this section). and interest and aggregate paymests
tive amount, the lessor has interest in- (3) Other effects of a modification.(A) In general. Except as provided in
come and the lessee has an interest éxer rules relating to amounts that must bparagraph (f)(4)(v)(B) of this section, a
pense. If the section 467 interest for #aken into account following certain mod-post-modification agreement described in
rental period is a negative amount, thdications, see §1.467-7(Q). paragraph (f)(4)(v)(C) of this section is
lessee has interest income and the lessor(4) Special rules—(i) Carryover of treated as a section 467 rental agreement
has an interest expense. Section 467 inharacter; leasebackdf an agreement is subject to proportional rental accrual (de-
terest is treated as interest for all purpos@sleaseback prior to its modification andermined under §1.467—2(c)).
of the Internal Revenue Code. the lessee prior to the modification (or a (B) Constant rental accrual prior to

(f) Substantial modification of a rental related person) is the lessee after the mothe modification. A post-modification
agreement—(1) Treatment as new agree-ification, the post-modification agreemenagreement described in paragraph
ment—(i) In general. If a substantial is a leaseback even if the post-modifica)(4)(v)(C) of this section is treated as a
modification of a rental agreement occurion lessee did not have an interest in thgection 467 rental agreement subject to
after June 3, 1996, the post-modificatioproperty at any time during the two-yearconstant rental accrual if—
agreement is treated as a new agreemerdriod ending on the date on which the (1) Constant rental accrual is required
and the date on which the modificatiormodification occurs. under paragraph (f)(4)(iii) of this section;
occurs is treated as the agreement date in(ii) Carryover of character; long-term or
applying section 467 and the regulationagreements.If an agreement is a long- (2) The post-modification agreement
thereunder to the post-modification agregerm agreement prior to its modificationinvolves total payments of more than
ment. Thus, for example, the post-modiand the entire agreement (as modifiedj250,000 (as described in paragraph
fication agreement is treated as a newould be a long-term agreement, théc)(4) of this section), and the Commis-
agreement entered into on the date th@ost-modification agreement is a longsioner determines that the post- modifica-
modification occurs for purposes of deterterm agreement. tion agreement is a disqualified leaseback
mining whether it is a section 467 rental (iii) Carryover of character; disquali- or long-term agreement.
agreement under this section, whether it f'ed agreements.If an agreement (as in  (C) Agreements described in this para-
a disqualified leaseback or long-ternmeffect before its modification) is a dis-graph (f)(4)(v)(C). A post-modification
agreement under 81.467-3, and whetherqualified leaseback or long-term agreeagreement is described in this paragraph
is entered into after the applicable effecment as the result of a determinatioiff)(4)(v)(C) if the aggregate amount of
tive date in §1.467-9. (whether occurring before or after thdixed rent and stated interest treated as

(i) Limitation. In the case of a sub-modification) under 81.467-3(b)(1)(ii) post-modification items does not equal
stantial modification of a rental agree-and the post-modification agreement is the aggregate amount of payments treated
ment occurring on or before May 18 section 467 rental agreement (or the entirgs post-modification items.

1999, this paragraph (f) applies only if— agreement (as modified) would be a sec- (vi) Principal purpose of tax avoid-

(A) The rental agreement was a distion 467 rental agreement), the post-modance. If a principal purpose of a substan-
gualified leaseback or long-term agreeification agreement will, notwithstandingtial modification is to avoid the purpose
ment before the modification and theats treatment as a new agreement under intent of section 467 or the regulations
agreement date, determined without reparagraph (f)(1)(i) of this section, be subthereunder, the Commissioner may treat
gard to the modification, is after June 3ject to constant rental accrual unless thine entire agreement (as modified) as a
1996; or Commissioner determines that, becausgngle agreement for purposes of section

(B) The post-modification agreementof the absence of tax avoidance potentiad67 and the regulations thereunder.
would, after application of the rules inthe post-modification agreement should (5) Definitions. The following defini-
this paragraph (f) (other than the specialot be treated as a disqualified leasebations apply for purposes of this paragraph
rule for disqualified agreements in paraer long-term agreement. () and 81.467-7(9):
graph (f)(4)(iii) of this section), be a dis- (iv) Allocation of rent. If the entire (i) A modificationof a rental agree-
qualified leaseback or long-term agreeagreement (as modified) provides a spenent is any alteration, including any dele-
ment. cific allocation of fixed rent, as describedion or addition, in whole or in part, of a

(2) Post-modification agreement; inin paragraph (c)(2)(ii)(A)(2) of this sec-legal right or obligation of the lessor or
general. For purposes of determiningtion, the post-modification agreement idessee thereunder, whether the alteration
whether a post-modification agreement ireated as an agreement that providesis evidenced by an express agreement
a section 467 rental agreement or a dispecific allocation of fixed rent. If the en-(oral or written), conduct of the parties, or
gualified leaseback or long-term agreetire agreement (as modified) does not prastherwise.
ment under paragraph (f)(1) of this secvide a specific allocation of fixed rent, the (ii) A modification is substantialonly
tion, the terms of the post-modificationfixed rent allocated to rental periods durif, based on all of the facts and circum-
agreement are, except as provided iimg the lease term of the post-modificatiostances, the legal rights or obligations that
paragraph (f)(4) of this section, only thoseagreement is determined by applying thare altered and the degree to which they
terms that provide for rights and obligatules of paragraph (c)(2)(ii)(B) of this sec-are altered are economically substantial.
tions relating to post-modification itemstion to the entire agreement (as modified)A modification of a rental agreement will
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not be treated as substantial solely bes not a substantial modification if thetermining whether a principal purpose of
cause it is not described in paragrapmodification occurs solely as the result othe transaction giving rise to the modifi-
(f)(6) of this section. one or more of the following— cation is the avoidance of Federal income
(i) A modification occurson the ear- (i) The refinancing of any indebted-tax—
lier of the first date on which there is aness incurred by the lessor to acquire the (A) The safe harbors and other princi-
binding contract that substantially setgroperty subject to the rental agreememtles of §1.467-3(c) are taken into ac-
forth the terms of the modification or theand secured by such property (or any refeount; and
date on which agreement to such terms rsncing thereof) but only if all of the fol- (B) The Commissioner may treat the
otherwise evidenced. lowing conditions are met— post-modification agreement as a new
(iv) Post-modification itemsvith re- (A) Neither the amount, nor the timeagreement or treat the entire agreement
spect to any modification of a rental agreefor payment, of the principal amount of(as modified) as a single agreement.
ment are all items (other than pre-modifithe new indebtedness differs from the (ii) Exception. Notwithstanding the
cation items) provided under the terms admount and time for payment of the reprovisions of paragraph (f)(7)(i) of this

the entire agreement (as modified). maining principal amount of the refi- section, the continuing lessor and the new
(v) Pre-modification itemavith re- nanced indebtedness, except for de mitessee (in the case of a substitution of a
spect to any modification of a rentalimis changes; new lessee) or the new lessor and the con-

agreement are pre-modification rent, in- (B) For each of the remaining rentatinuing lessee (in the case of a sale, ex-
terest thereon, and payments allocabigeriods, the rent allocation schedule, thehange, or other disposition by a lessor of
thereto (whether payable before or aftgpayments of rent and interest, and thproperty subject to a rental agreement)
the modification.) For this purpose—  amount accrued under section 467 amay, in appropriate cases, request the

(A) Pre-modification rent is rent alloca-changed only to the extent necessary ©ommissioner to treat the transaction as if
ble to periods before the effective date abke into account the change in financing were a substantial modification in order
the modification, but only to the extentcosts, and such changes are made puo have the provisions of paragraph
such rent is payable under the entirsuant to the terms of the rental agreeme(i)(4)(iii) of this section and 81.467—
agreement (as modified) at the time sucim effect before the modification; 7(9)(1) apply to the transaction.
rent was due under the agreement in ef- (C) The lessor and the lessee are not(g) Treatment of amounts payable by
fect before the modification; and related persons to each other or to ardgssor to lessee(1) Interest. For pur-

(B) Pre-modification items are identi-lender to the lessor with respect to thposes of determining present value, any
fied by applying payments, in the ordeproperty (whether under the refinance@mounts payable by the lessor to the
payable under the entire agreement (asdebtedness or the new indebtednesdgssee as interest on prepaid rent are
modified) unless the agreement specifiesnd treated as negative amounts.
otherwise, to rent and interest thereon in (D) With respect to the indebtedness (2) Other amounts[Reserved]
the order in which amounts accrue. being refinanced, the lessor was granted a(h) Meaning of terms.The following

(vi) The entire agreement (as modi-unilateral option (within the meaning ofmeanings apply for purposes of this sec-
fied) with respect to any modification is§1.1001-3(c)(3)) by the creditor to repayion and §81.467-2 through 1.467-9:
the agreement consisting of pre-modificathe refinanced indebtedness, exercisable (1) Agreement dateneans the earlier
tion terms providing for rights and obliga-with or without the lessee’s consent; of the lease date or the first date on which
tions that are not affected by the modifi- (ii) A change in the obligation of thethere is a binding written contract that
cation and post-modification termslessee to make any of the contingent pagubstantially sets forth the terms under
providing for rights and obligations thatments described in paragraphs (c)(2)(iii)which the property will be leased.
differ from the rights and obligations(B)(3) through (8) of this section; or (2) Contingent rentmeans any rent
under the agreement in effect before the (iii) A change in the amount of fixed that is not fixed rent, including any
modification. For example, if a 10-yearrent allocated to a rental period that, wheamount reflecting an adjustment based on
rental agreement that provides for rent afombined with all previous changes in tha reasonable price index (as defined in
$25,000 per year is modified at the end aimount of fixed rent allocated to theparagraph (h)(10) of this section) or a
the 5th year to provide for rent of $30,000ental period, does not exceed one percevdriable interest rate provision (as defined
per year in subsequent years, the entigd the fixed rent allocated to that rentaln paragraph (h)(16) of this section).
agreement (as modified) provides for g@eriod prior to the modification. (3) Fixed rentmeans any rent to the
10-year lease term and provides for rent (7) Special rules for certain trans- extent its amount and the time at which it
of $25,000 per year in years 1 through fers—(i) In general. For purposes of this is required to be paid are fixed and deter-
and rent of $30,000 per year in years paragraph (f), a substitution of a newninable under the terms of the rental
through 10. The result would be the samlessee or a sale, exchange, or other dispagreement as of the lease date. The fol-
if the modification provided for both the sition by a lessor of property subject to éowing rules apply for the purpose of de-
increase in rent and the substitution of eental agreement will not, by itself, betermining the extent to which rent is fixed
new lessee. treated as a substantial modification urrent:

(6) Safe harbors.Notwithstanding the less a principal purpose of the transaction (i) The possibility of a breach, default,
provisions of paragraph (f)(5) of this secgiving rise to the modification is theor other early termination of the rental
tion, a modification of a rental agreemenavoidance of Federal income tax. In deagreement and any adjustments based on

June 14, 1999 16 1999-24 |.R.B.



a reasonable price index or a variable irment date, that the option will not be exprice is based on a reasonable estimate,
terest rate provision are disregarded.  ercised. The lessor’s or lessee’s determitetermined as of any date between the
(i) Rent will not fail to be treated asnation that an option period is either inagreement date and the lease date (or, in
fixed rent merely because of the possibileluded in or excluded from the lease terrthe event the agreement date is the same
ity of impairment by insolvency, bank-is not binding on the Commissioner. Ifas or later than the lease date, determined
ruptcy, or other similar circumstances. the lessee (or a related person) agrees tlast of the agreement date), of the fair mar-
(iii) If the lease term (as defined inone or both of them will or could be ob-ket value of the motor vehicle (including
paragraph (h)(6) of this section) include$igated to make payments in the nature ainy trailer) at the end of the lease term.
one or more periods as to which either theent (within the meaning of §1.168(i)— (10) An adjustment ibased on a rea-
lessor or the lessee has an option to ren&b)(2)) for a period when another lessesonable price inde¥ the adjustment re-
or extend the term of the agreement, reifthe substitute lessee) or the lessor wiflects inflation or deflation occurring over
will not fail to be treated as fixed renthave use of the property subject to tha period during the lease term and is de-
merely because the option has not beeantal agreement, the Commissioner matgrmined consistently under a generally
exercised. in appropriate cases, treat the period wherecognized index for measuring inflation
(iv) If the lease term includes one otthe substitute lessee or lessor will haver deflation (for example, the non-season-
more periods during which a substituteise of the property as part of the leasally adjusted U.S. City Average All Items
lessee or lessor may have use of the profgrm. See 81.467-7(f) for special rule€onsumer Price Index for All Urban Con-
erty, rent will not fail to be treated asapplicable to the lessee, substitute lessesjmers (CPI-U), which is published by
fixed rent merely because the contingerand lessor. the Bureau of Labor Statistics of the De-
cies relating to the obligation of the lessee (7) A loss payment provisiomeans a partment of Labor). An adjustment will
(or a related person) to make payments jorovision that requires the lessee to payot fail to be treated as one that is based
the nature of rent have not occurred. the lessor a sum of money (which may ben a reasonable price index merely be-
(v) If either the lessor or the lessee haaither a stipulated amount or an amourdause the adjustment may be limited to a
an unconditional option or options, exerdetermined by reference to a formula ofixed percentage, but only if the parties
cisable on one or more dates during thether objective measure) if the propertyeasonably expect, as of any date between
lease term, that, if exercised, require paysubject to the rental agreement is losthe agreement date and the lease date (or,
ments of rent to be made under an alternatolen, damaged or destroyed, or othein the event the agreement date is the
tive payment schedule or schedules, theise rendered unsuitable for any useame as the lease date, as of such date),
amount of fixed rent and the dates ofother than for scrap purposes). that the fixed percentage will actually
which such rent is required to be paid are (8) A qualified percentage rents provi-limit the amount of the rent payable dur-
determined on the basis of the paymersionmeans a provision pursuant to whiching less than 50 percent of the lease term.
schedule that, as of the agreement date,tie rent is equal to a fixed percentage of (11) For purposes of determining
most likely to occur. If payments of rentthe lessee’s receipts or sales (whether whether a section 467 rental agreement is
are made under an alternative paymemt receipts or sales are adjusted for re& leaseback within the meaning of
schedule that differs from the paymenturned merchandise or Federal, state, &1.467-3(b)(2), two persons amated
schedule assumed in applying the precetbcal sales taxes), but only if the percentpersonsf they are related persons within
ing sentence, then, for purposes of parage does not vary throughout the leagbe meaning of section 465(b)(3)(C). In
graph (f) of this section, the rental agreeterm. A provision will not fail to be all other cases, two persons aeéated
ment is treated as having been modified &teated as a qualified percentage renfgersonsif they either have a relationship
the time the option to make payments oprovision solely by reason of one or moréo each other that is specified in section
such alternative schedule is exercised. of the following additional terms: 267(b) or section 707(b)(1) or are related
(4) Late payment chargmeans any (i) Differing percentages of receipts orentities within the meaning of sections
amount required to be paid by the lessesales apply to different departments 0168(h)(4)(A), (B), or (C).
to the lessor as additional compensatioseparate floors of a retail store, but only if (12) Rental agreemenncludes any
for the lessee’s failure to make any paythe percentage applicable to a particulaagreement, whether written or oral, that
ment of rent under a rental agreemerdepartment or floor does not varyprovides for the use of tangible property
when due. throughout the lease term. and is treated as a lease for Federal in-
(5) Lease dataneans the date on (ii) The percentage is applied to recome tax purposes.
which the lessee first has the right to useeipts or sales in excess of determinable (13) A residual condition provision
of the property that is the subject of thelollar amounts, but only if the deter-means a provision in a rental agreement
rental agreement. minable dollar amounts are fixed and dshat requires a payment to be made by ei-
(6) Lease termmeans the period dur-not vary throughout the lease term. ther the lessor or the lessee to the other
ing which the lessee has use of the prop- (9) A qualified TRAC provisiomeans party based on the difference between the
erty subject to the rental agreement, ira terminal rental adjustment clause (as dectual condition of the property subject to
cluding any option to renew or extend théined in section 7701(h)(3)) contained in dhe agreement, determined as of the expi-
term of the agreement other than an omualified motor vehicle operating agreeration of the lease term, and the expected
tion, exercisable by the lessee, as to whighent (as defined in section 7701(h)(2))¢ondition of the property at the expiration
it is reasonably expected, as of the agrebut only if the adjustment to the rentabf the lease term, as set forth in the rental
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agreement. The amount of any such pay- (i) [Reserved]. riod is $10,000 and the rental period is
ment may be determined by reference to (j) Computational rules.For purposes one month, the annualized fixed rent for
any objective measure relating to the usef this section and §81.467-2 throughhat rental period is $120,000 ($10,000
or condition of the property, such asl.467-9, the following rules apply— times 12).

miles, hours or other duration of use, units (1) Counting conventionsAny rea- (4) Allocation of fixed rent within a pe-
of production, or similar measure. A pro-sonable counting convention may be usedod. A rental agreement that allocates
vision will be treated as a residual condi¢for example, 30 days per month/360 dayfixed rent to any period is treated as allo-
tion provision only if the payment repre-per year) to determine the length of aating fixed rent ratably within that pe-
sents compensation for the use of, or weaental period or to perform any computariod. Thus, if a rental agreement provides
and tear on, the property in excess of, dion. Rental periods of the same descrighat $120,000 is allocated to each calen-
below, a standard set forth in the rentalve length, for example annual, semiandar year in the lease term, $10,000 of rent
agreement, and the standard is reasonalslyal, quarterly, or monthly, may bejs allocated to each calendar month.
expected, as of any date between theeated as being of equal length. (5) Rental period length.Except as
agreement date and the lease date (or, in(2) Conventions regarding timing of provided in §1.467—3(d)(1) (relating to
the event the agreement date is the sament and paymenis(i) In general. For agreements for which constant rental ac-
as or later than the lease date, as of tipeirposes of determining present valuegryal is required), rental periods may be
agreement date), to be met at the expirand yield only, except as otherwise propf any length, may vary in length, and
tion of the lease term. vided in this section and §81.467-2nay be different as between the lessor

(14) Atax indemnity provisiomeans a through 1.467-8— and the lessee as long as—
provision in a rental agreement that may (A) The rent allocated to a rental pe- (j) The rental periods are one year or
require the lessee to make one or moréd is taken into account on the last dayss cover the entire lease term, and do
payments to the lessor in the event thaif the rental period, not overlap;
the Federal, foreign, state, or local income (B) Any amount payable during the (i) Each scheduled payment under the
tax consequences actually realized by farst half of the first rental period is ygnia| agreement (other than a payment
lessor from owning the property subjectreated as payable on the first day of thal-heduled to occur before or after the
to the rental agreement and leasing it teental period; lease term) occurs within 30 days of the
the lessee differ from the consequences (C) Any amount payable during thebeginning or end of a rental period; and
reasonably expected by the lessor, biirst half of any other rental period is (iii) In the case of a rental agreement
only if the differences in such consedtreated as payable on the last day of the,i qoes not provide a specific allocation
guences result from a misrepresentatiopreceding rental period,; of fixed rent, the rental periods selected
act, or failure to act on the parF qf the (D) Any amount payaple _durmg thedO not cause the agreement to be treated
lessee, or any other factor not within theecond half of a rental period is treated 3% a section 467 rental agreement unless
control of Fhe lessor or any related persoqn_ayable on the last day of the rental P& alternative rental period schedules

(15) Third-party costsnclude any real riod; and would result in such treatment.
estate taxes, insurance premiums, mainte-(E) Any amount payable at the mid-
nance costs, and any other costs (exclugeint of a rental period is treated, in apply§1.467—2 Rent accrual for section 467
ing a debt service cost) that relate to thimg this paragraph (j)(2), as an amounvental agreements without adequate
leased property and are not within the@ayable during the first half of the rentainterest.
control of the lessor or lessee or any peperiod.
son related to the lessor or lessee. (i) Time amount is payableFor pur- (&) Section 467 rental agreements for

(16) Avariable interest rate provision poses of this paragraph (j)(2), an amounf¥hich proportional rental accrual is re-
means a provision in a rental agreemeig payable on the last day for timely payduired. Under §1.467-1(d)(2)(ii), the
that requires the rent payable by the lessegent (that is, the last day such amourfixed rent for each rental period is the pro-
to the lessor to be adjusted by the dollanay be paid without incurring interest,portional rental amount, computed under
amount of changes in the amount of intercomputed at an arm’s-length rate, a sutparagraph (c) of this section, if—
est payable by the lessor on any indebtedtantial penalty, or other substantial detri- (1) The section 467 rental agreement is
ness that was incurred to acquire the propaent (such as giving the lessor the right tBot a disqualified leaseback or long-term
erty subject to the rental agreement (cerminate the agreement, bring an actiodgreement under §1.467-3(b); and
any refinancing thereof), but— to enforce payment, or exercise other sim- (2) The section 467 rental agreement

(i) Only to the extent the changes ardar remedies under the terms of the agre€oes not provide adequate interest on fixed
attributable to changes in the interest ratepent or applicable law)). rent under paragraph (b) of this section.
and (3) Annualized fixed rentAnnualized (b) Adequate interest on fixed ren{l)

(i) Only if the indebtedness providesfixed rent is determined by multiplying In general. A section 467 rental agree-
for interest at one or more qualified floatthe fixed rent allocated to the rental pement provides adequate interest on fixed
ing rates (within the meaning of §1.1275+iod under paragraph (c)(2)(ii) of this sec¥ent if, disregarding any contingent rent—
5(b)), or the changes are attributable to #on by the number of periods of the rental (i) The rental agreement has no de-
refinancing at a fixed rate or one or mor@eriod’s length in a calendar year. Thuderred or prepaid rent as described in
qualified floating rates. if the fixed rent allocated to a rental pe§1.467-1(c)(3);
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(ii) The rental agreement has deferred rate or rates that meet the requirements(iii) The Federal long-term rate if the
or prepaid rent, and— of 81.1275-5(a)(3)(i)(A) or (B) andterm of the rental agreement is over 9
(A) The rental agreement provides in{a)(4). years.
terest (the stated rate of interest) on de- (c) Computation of proportional rental  (2) Source of applicable Federal rates.
ferred or prepaid fixed rent at a singleamount—(1) In general. The propor- The Internal Revenue Service publishes
fixed rate (as defined in 81.1273-tional rental amount for a rental period ighe applicable Federal rates, based on an-
1(c)(1)(iii)); the amount of fixed rent allocated to thewal, semiannual, quarterly, and monthly
(B) The stated rate of interest on fixedental period under 81.467-1(c)(2)(ii),compounding, each month in the Internal
rent is no lower than 110 percent of thenultiplied by a fraction. The numeratorRevenue Bulletin (see §601.601(d) of this
applicable Federal rate (as defined inof the fraction is the sum of the presenthapter). However, the applicable Fed-
paragraph (e)(3) of this section); values of the amounts payable under theral rates may be based on any com-
(C) The amount of deferred or prepaiderms of the section 467 rental agreemepbunding assumption. To convert a rate
fixed rent on which interest is charged iss fixed rent and interest thereon. The déased on one compounding assumption to
adjusted at least annually to reflect theominator of the fraction is the sum of then equivalent rate based on a different
amount of deferred or prepaid fixed renpresent values of the fixed rent allocatedompounding assumption, see §1.1272—
as of a date no earlier than the date of the each rental period under the rental(j), Example 1.

preceding adjustment and no later thaagreement. (3) 110 percent of applicable Federal
the date of the succeeding adjustment; (2) Section 467 rental agreements thatate. For purposes of §1.467-1, this sec-
and provide for a variable rate of intereso tion and §81.467-3 through 1.467-9, 110

(D) The rental agreement requires inealculate the proportional rental amounpercent of the applicable Federal rate
terest to be paid or compounded at leaftr a section 467 rental agreement thaheans 110 percent of the applicable Fed-
annually; provides for a variable rate of interest, seeral rate based on semiannual compound-

(i) The rental agreement provides forg1.467-5. ing or any rate based on a different com-
deferred rent but no prepaid rent, and the (d) Present valueFor purposes of de- pounding assumption that is equivalent to
sum of the present values (within theéermining adequate interest under paral0 percent of the applicable Federal rate
meaning of paragraph (d) of this sectionraph (b) of this section or the proporbased on semiannual compounding. The
of all amounts payable by the lessee d@®nal rental amount under paragraph (dnternal Revenue Service publishes 110
fixed rent (and interest, if any, thereon) i®f this section, the present value of anpercent of the applicable Federal rates,
equal to or greater than the sum of thamount is determined using a discourtased on annual, semiannual, quarterly,
present values of the fixed rent allocatechte equal to 110 percent of the applicablend monthly compounding, each month
to each rental period; or Federal rate. In general, present values the Internal Revenue Bulletin (see

(iv) The rental agreement provides foare determined as of the first day of th€601.601(d)(2) of this chapter).
prepaid rent but no deferred rent, and thirst rental period in the lease term. How- (4) Term of the section 467 rental
sum of the present values of all amountsver, if a section 467 rental agreemerdgreement(i) In general. For purposes
payable by the lessee as fixed rent, pluzlls for payments of fixed rent prior toof determining the applicable Federal rate
the sum of the negative present values tiie lease term, present values are detemder this paragraph (e), the term of the
all amounts payable by the lessor as intemined as of the first day a fixed rent paysection 467 rental agreement includes the
est, if any, on prepaid fixed rent, is equatnent is called for by the agreement. Fdease term, any period before the lease
to or less than the sum of the present vaburposes of the present value determinderm beginning with the first day an
ues of the fixed rent allocated to eachion under paragraph (b)(1)(iv) of thisamount of fixed rent is payable under the
rental period. section, the fixed rent allocated to a rentaérms of the rental agreement, and any pe-

(2) Section 467 rental agreements thaperiod must be discounted from the firstiod after the lease term ending with the
provide for a variable rate of interest.day of the rental period. For other conlast day an amount of fixed rent or interest
For purposes of the adequate interest tegntions and rules relating to the determthereon is payable under the rental agree-
under paragraph (b)(1) of this section, if @ation of present value, see 8§1.467-1(ghent.
section 467 rental agreement provides fand (j). (i) Section 467 rental agreements with
variable interest, the rental agreement is (e) Applicable Federal rate-(1) In variable interest. If a section 467 rental
treated as providing for fixed rates of ingeneral. The applicable Federal rate for aagreement provides variable interest on
terest on deferred or prepaid fixed rensection 467 rental agreement is the applicteferred or prepaid fixed rent, the term of
equal to the fixed rate substitutes (deteeble Federal rate in effect on the agredhe rental agreement for purposes of cal-
mined in the same manner as undenent date. The applicable Federal rate faulating the applicable Federal rate is the
81.1275-5(e), treating the agreement dagerental agreement means— longest period between interest rate ad-
as the issue date) for the variable rates (i) The Federal short-term rate if thgustment dates, or, if the rental agreement
called for by the rental agreement. Foterm of the rental agreement is not over Brovides an initial fixed rate of interest on
purposes of this section, a rental agreerears; deferred or prepaid fixed rent, the period
ment provides for variable interest if all (i) The Federal mid-term rate if thebetween the agreement date and the last
stated interest provided by the agreemetgrm of the rental agreement is over 8ay the fixed rate applies, if this period is
is paid or compounded at least annually gears but not over 9 years; and longer. If, as described in §1.1274-
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4(c)(2)(ii), the rental agreement providesletermined as follows: $620,000/(1.10)5 =at this fixed rate for purposes of determining whether

for a qualified floating rate (as defined in$384,971.22. The present value of all fixed rent aladequate interest is provided under paragraph (b) of
. located under the rental agreement (discounting thkis section. Accordingly, the requirements of para-

§1'1275_ 5(b)) that in SUb_Stance reSeMimount of fixed rent allocated to a rental periodyraph (b)(1)(ii) of this section are satisfied, and the

bles a fixed ra’Fe, the applicable Federalom the last day of the rental period) isrental agreement has adequate interest.

rate is determined by reference to th&379,078.68, determined as follows: Example 3.() X and Y enter into a section 467

lease term. rental agreement for the lease of real property begin-
. 1-(1.10y® . d endi b
() Examples.The following examples  $379,078.68 = $100,000 ———~ ning on January 1, 2000, and ending on December

illustrate the application of this section. .10 31, 2002. .The rental agreement provides that rent of
. ) $800,000 is allocable to 2000, $1,000,000 is alloca-
In each of these examples it is assumed (g) The rental agreement provides adequate ife to 2001, and $1,200,000 is allocable to 2002.

that the rental agreement is not a disqualierest on fixed rent because the present value of t8,4er the rental agreement, Y must make a

fied leaseback or long-term agreemerfingle amct’“”t pazabtlhe under tfhfhse‘:tion ‘167 Ire”tﬁé 000,000 payment on December 31, 2002. As-
. reement ex m resent v

subject to constant rental accrual. The e)ggezereﬁt alfof:tids € sum of the present vaiuesq ine that both X and Y choose the calendar year as

. : the rental period, X and Y are calendar year taxpay-

amples are as follows: (V) For an example illustrating the computationers and 150 percent of the applicable F)(/aderal r;)teyis

of the yield on the rental agreement and the alloca; '

&5 percent compounded annually.

for five years beginning on January 1, 2000 anB:n of the interest and rent provided for under the (i) The rental agreement fails to provide ade-
nial agreement, see $1.467-dHample 2. quate interest under paragraph (b)(1) of this section.

ending on December 31, 2004. The section 467 ; . :
rental agreement provides that rent of $100,000 apénlf;a;]prfefﬁg%t I]‘Eo?rt]:elzl:;stzr;?tgqii;?gr?:bzle%?-[heremre’ under §1.467-1(d)(2)(ii), the fixed rent
crues in each calendar year in the lease term and tfﬁ{mg on January 1, 2000, and ending on Decemb Qr each rental period is the proportional rental
rent of $500,000 plus $120,000 of interest is payablg; "5004. The rental agreement provides that rent 8f"Unt ) )
on December 31, 2004. Assume that the parties S€100,000 accrues for each calendar month during (iii)(A) The proportional rental amount is com-
lect the calendar year as the rental period and thafe |ease term. All rent is payable on December 3Euted under paragraph (c) of this section. Because
110 percent of the applicable Federal rate is 10 Pe5004, together with interest on accrued rent at the rental agreement does not call for any fixed rent
cent, compounded annually. qualified floating rate set at a current value (as gdayments prior to the lease term, under paragraph

(i) The rental agreement has deferred rent undefeq in §1.1275-5(a)(4)) that is compounded at th€) of this section, the present value is determined as
§1.467-1(c)(3)(i) because the fixed rent allocated tang of each calendar month and adjusted at the B-the first day of the first rental period in the lease
calendar years 2000, 2001, and 2002 is not paid ungjinning of each calendar month throughout the lead€'m. The present value of the single amount
2004. In addition, because the rental agreemegdrm. Therefore, the rental agreement provides fdtayable by the lessee under the rental agreement is
does not state an interest rate, the rental agreemeatiable interest within the meaning of paragrapi§omputed as follows:
does not satisfy the requirements of paragrapfm)(2) of this section.
(b)(2)(ii) of this section. (i) On the agreement date the qualified floating $2,348,724.30 =>3:000.000

(iii)(A) Because the rental agreement has derate is 7.5 percent, and 110 percent of the applicable (1 +.085%
ferred fixed rent and no prepaid rent, the agreemepederal rate, as defined in paragraph (e)(3) of this sec-
has adequate interest only if the present value tetn, based on monthly compounding, is 7 percent. (B) The sum of the present values of the fixed
provided in paragraph (b)(1)(iii) of this section isUnder paragraph (b)(2) of this section, the fixed rateent allocated to each rental period (discounting the
met. The present value of all fixed rent and interestubstitute for the qualified floating rate is 7.5 percerfixed rent allocated to a rental period from the last
payable under the rental agreement is $384,971.281d the agreement is treated as providing for interesay of such rental period) is computed as follows:

Example 1.(i) C agrees to lease property from D

0 _$800,000 + $1,000,000 + $1,200,000

$2,526,272.2
(1+.085) (1+.08%) (1+.085%

(C) Thus, the fraction for determining the pro-agreement within the meaning of paraance of Federal income tax (as described
portional rental amount is .9297194 ($2,348,724.3Qraph (b) of this section. Constant rentdh paragraph (c) of this section);

$2,526,272.20). Thg gect|on 467 |ntere§t for each %Iccrual may not be used in the absence Of(ii) The Commissioner determines that
the taxable years within the lease term is computed ’

and taken into account as provided in §1.467-4. TH3 determination by the Comm_msmngrbecause of the tax avoidance purpose, the
section 467 rent for each of the taxable years withifursuant to paragraph (b)(1)(ii) of th'sagreement should be treated as a disquali-
the lease term is as follows: section, that the rental agreement is digreq |easeback or long-term agreement;
qualified. Such determination may be,q

made either on a case-by-case basis or in
regulations or other guidance publishe%

Taxable

year Section 467 rent (iii) The amount determined with re-

pect to the section 467 rental agreement
of this chapter) providing that a certain nder §1.467-1(c)(4) (relating to the ex-

type or class of leaseback or Iong-terrﬁemlon for rental agreements involving

§1.467-3 Disqualified leasebacks and agreement will be treated as disqualified'@! Payments of $250,000 or less) ex-

; ceeds $2,000,000.
long-term agreements. and subject to constant rental accrual. VM ]
(b) Disqualified leaseback or long- (2) Leaseback.A section 467 rental

(a) General rule. Under §1.467- term agreement(1) In general. A agreement is a leaseback if the lessee (or a
1(d)(2)(i), constant rental accrual (as deleaseback (as defined in paragraph (b)($!ated person) had any interest (other
scribed under paragraph (d) of this se®f this section) or a long-term agreemerfhan a de minimis interest) in the property
tion) must be used to determine the fixe@as defined in paragraph (b)(3) of this se@t any time during the two-year period
rent for each rental period in the leaséon) is disqualified only if— ending on the agreement date. For this
term if the section 467 rental agreement is (i) A principal purpose for providing in- purpose, interests in property include op-
a disqualified leaseback or long-terntreasing or decreasing rent is the avoidions and agreements to purchase the

2000 $743,775.52 ($ 800,000.9297194) py the Commissioner (see §601.601(d)(2
2001 929,719.40 ($1,000,000.9297194)

2002 1,115,663.28 ($1,200,080.9297194)
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property (whether or not the lessee or rewill be required to establish that tax (A) A contingent rent provision set
lated person was considered the owner avoidance is not a principal purpose foforth in 81.467-1(c)(2)(iii)(B); or

the property for Federal income tax purproviding increasing or decreasing rent. (B) A single rent holiday provision al-
poses) and, in the case of subleased prophe term “marginal tax rate” means thdowing reduced rent (or no rent) for one
erty, any interest as a sublessor. percentage determined by dividing oneonsecutive period during the lease term,

(3) Long-term agreement(i) In gen- dollar into the amount of the increase obut only if—
eral. A section 467 rental agreement is @ecrease in the Federal income tax liabil- (1) The rent holiday is for a period of
long-term agreement if the lease term ety of the taxpayer that would result fromthree months or less at the beginning of
ceeds 75 percent of the property’s statan additional dollar of rental income orthe lease term and for no other period; or
tory recovery period. deduction. (2) The duration of the rent holiday is

(i) Statutory recovery periee(A) In (i) Significant difference in tax rates.reasonable, determined by reference to
general. The term statutory recovery pe-A significant difference between the marcommercial practice (as of the agreement
riod means— ginal tax rates of the lessor and lessee d&te) in the locality where the use of the

(1) In the case of property depreciableeasonably expected if— property occurs, and does not exceed the
under section 168, the applicable period (A) The rental agreement has increadesser of 24 months or 10 percent of the
determined under section 467(e)(3)(A); ing rents and the lessor’s marginal tax ratease term.

(2) Inthe case of land, 19 years; and is reasonably expected to exceed the (4) Uneven rent test(i) In general.

(3) In the case of any other tangibldessee’s marginal tax rate by more than 10he uneven rent test is met if the rent allo-
property, the period that would applypercentage points during any rental periodated to each calendar year does not vary
under section 467(e)(3)(A) if the propertyto which the rental agreement allocateBom the average rent allocated to all cal-
were property to which section 168annualized fixed rent that is less than thendar years (determined in accordance
applied. average rent allocated to all calendawith the rules set forth in paragraph

(B) Special rule for rental agreementsyears (determined by taking into accounfc)(4)(iii) of this section) by more than 10
relating to properties having differentthe rules set forth in paragraph (c)(4)(iiipercent.
statutory recovery periodsn the case of of this section); or (i) Special rule for real estatePara-

a rental agreement relating to two or more (B) The rental agreement has decreagraph (c)(4)(i) of this section is applied by
related properties that have differening rents and the lessee’s marginal tax ragbstituting “15 percent” for “10 percent”
statutory recovery periods, the statutoris reasonably expected to exceed thié the rental agreement is a long-term
recovery period for purposes of paragraplessor’s marginal tax rate by more than 18greement and at least 90 percent of the
(b)(3)(ii)(A) of this section is the percentage points during any rental periogroperty subject to the agreement (deter-
weighted average, based on the fair mate which the rental agreement allocatesined on the basis of fair market value as
ket values of the properties on the agreannualized fixed rent that is greater thanf the agreement date) consists of real
ment date, of the statutory recovery perithe average rent allocated to all calendaroperty (as defined in 81.856-3(d)).

ods of each of the properties. years (determined by taking into account (iii) Operating rules. In determining

(c) Tax avoidance as principal purposethe rules set forth in paragraph (c)(4)(iiwhether the uneven rent test has been
for increasing or decreasing rent(1) In of this section). met, the following rules apply:
general. In determining whether a princi-  (iii) Special circumstancesln deter- (A) Any contingent rent attributable to
pal purpose for providing increasing omining the expected marginal tax rates cd provision set forth in §1.467-1(c)-
decreasing rent is the avoidance of Fedhe lessor and lessee, net operating l0o€2)(iii)(B)(3) through (9) is disregarded.
eral income tax, all relevant facts and cirand credit carryovers and any other attrib- (B) If the lease term includes one or
cumstances are taken into account. Howxes or special circumstances reasonabiiyore partial calendar years (a period less
ever, an agreement will not be treated asexpected to affect the Federal income tathan a complete calendar year), the aver-
disqualified leaseback or long-term agrediability of the taxpayer (including the al- age rent allocated to each calendar year is
ment if either of the safe harbors set fortkernative minimum tax) are taken into acthe total rent allocated under the rental
in paragraph (c)(3) of this section is metcount. For example, in the case of a paragreement, divided by the actual length
The mere failure of a leaseback or longrership or S corporation, the amount ofin years) of the lease term. The rent allo-
term agreement to meet one of these safental income or deduction that would beated to a partial calendar year is annual-
harbors will not, by itself, cause theallocable to the partners or shareholderized by multiplying the allocated rent by
agreement to be treated as one in whidkespectively, is taken into account. the number of periods of the partial calen-
tax avoidance was a principal purpose for (3) Safe harbors.Tax avoidance will dar year’s length in a full calendar year
providing increasing or decreasing rent. not be considered a principal purpose faand the annualized rent is treated as the

(2) Tax avoidance-(i) In general.If, providing increasing or decreasing renamount of rent allocated to that year in
as of the agreement date, a significant diff— determining whether the uneven rent test
ference between the marginal tax rates of (i) The uneven rent test (as defined ifs met.
the lessor and lessee can reasonably paragraph (c)(4) of this section) is met; or (C) In the case of a rental agreement
expected at some time during the lease (i) The increase or decrease in rent inot described in paragraph (c)(4)(ii) of
term, the agreement will be closely scrutiwholly attributable to one or more of thethis section, an initial rent holiday period
nized and clear and convincing evidencillowing provisions— and any rent allocated to such period are
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disregarded for purposes of this paragraghat, if paid at the end of each rental pdesses or credits from taxable years preceding 2000.
(c)(4) if taking such period and rent intoriod, would result in a present value equdl addition, as of the agreement date, K expects that
account would cause the agreement to faib the present value of all amountd Wil be subject fo the maximum rate of tax im-

. . osed by section 11 in 2000 and that it will not be
to meet the uneven rent test. For purposeayable under the disqualified leasebadlited in its ability to use any losses or credits. As
of this paragraph (c)(4), an initial rentor long-term agreement as rent and inteef the agreement date, L expects that it will be sub-
holiday period is any period of threeest. In computing the constant rentajkct to the alternative minimum tax imposed by sec-
months or less at the beginning of themount, the rules for determining preserton 55 in 2000. The rental agreement provides for
lease term during which annualized fixedialue are the same as those provided Jf* allocations in each year of the lease term, as

| :
rent (determined by treating such perio@1.467-2(d) for computing the propor-0 ons

as a rental period for purposes of §1.46%ional rental amount. If constant rental Year Amount
1(j)(3)) is less than the average rent allcaccrual is required, all rental periods 2000 $427,500
cated to all calendar years (determine¢bther than an initial or final short period 2001 442,500
before the application of this paragraplof not more than one month) must be 2002 457,500
(©)(4)(iii)(C)). equal in length and satisfy the require-  2°% Pl

(D) In the case of a rental agreemenhents of §1.467—1(j)(5). 2005 502,500
described in paragraph (c)(4)(ii) of this (2) Initial or final short periods. If a 2006 517,500
section, one qualified rent holiday periodlisqualified leaseback or long-term agree- 2007 532,500
and any rent allocated to such period am@ent has an initial or final short rental pe- 2008 547,500

disregarded for purposes of this paragrapfiod, the constant rental amount for the 2009 562,500

(c)(4) if taking such period and rent intainitial or final short period may be deter- (i) As described in paragraph (c)(2) of this sec-
account would cause the agreement to faihined under any reasonable methodion, as of the agreement date, a significant differ-
the uneven rent test. For this purpose, However, the sum of the present values 6fice between the marginal tax rates of the Iegsor and
qualified rent holiday period is a consecuall the constant rental amounts must equgassee can reasonably.be expected at some time dur-
. . . L . ng the lease term. First, the rental agreement has
tlve_ perIOd that is an initial rer_]t hOIIdaYthe present values of all amounts payablﬁcreasing rents. Second, the lessor's marginal tax
period or that meets the following condi-under the disqualified leaseback or longmte exceeds the lessee’s marginal tax rate by more
tions: term agreement as rent and interest. Anlan 10 percentage points during a rental period to
(1) The period does not exceed thadjustment necessary to eliminate the sehich th(? rental agreement allocates less than a rat-
lesser of 24 months or 10 percent of thdon 467 loan balance because of th%ble portion of the aggregate amount of rent payable

. . . under the agreement. For example, for the year
lease term (determlned before the appllcmethod used to determine the ConStaQBOO the Iegsor’s expected margirFm)aI tax rate i)s/ 35

tion of this paragraph (c)(4)(iii)(D)). rental amount for short periods must bgercent, the percentage determined by dividing the
(2) Annualized fixed rent during thetaken into account as section 467 rent famcrease in the Federal income tax liability of K that

period (determined by treating the perioghe final rental period. would result from an additional dollar of rental in-

as a rental period for purposes of §1.467— (3) Method to determine constantcome ($.35) by $1. Because the lessee is subject to

. . . . the alternative minimum tax, the lessee’s expected
10)(3)) is less than the average rent allaental amount; no short perlOdS(I) Step marginal tax rate for 2000 is 20 percent, the peprcent-

cated to all calendar years (determined. Determine the present value 0tage determined by dividing the decrease in the Fed-

before the application of this paragrapmounts payable under the disqualifiedral income tax liability (taking into account both

(©)(4)(iii)(D)). leaseback or long-term agreement as reffig decrease in the lessee's regular tax and the in-
(3) providing less than average rent fobr interest. crease in the lessee’s alternative minimum tax) that

. . . .. . would result from an additional dollar of rental de-
the period is reasonable, determined by (ii) Step 2. Determine the presentduction ($.20) by $1. Further, for the year 2000, the

reference to commercial practice (as ofalue of $1 to be received at the end aknt allocated in accordance with the rental agree-
the agreement date) in the locality whergach rental period during the lease term agnt is $427,500, which is less than a ratable por-
the use of the property occurs. of the first day of the first rental periodtion of the aggregate amount of rental payments,
(E) If the rental agreement contains during the lease term (or, if earlier, thé‘5495,000, determined by dividing the total rents
variable interest rate provision, the unfirst day a rent payment is required und mi)belf ;n;iee;r;h; ?ﬁéelizse: iéssnz:,?f;,oo?gut;y tt)ze
even rent test is applied by treating thehe rental agreement). cause a significant difference between the mariqinal
rent as having been fixed under the terms (jii) Step 3. Divide the amount deter- tax rates of the lessor and lessee can reasonably be
of the rental agreement for the entire leas@iined in paragraph (d)(3)(i) of this secexpected during the lease term, the agreement will
term using fixed rate substitutes (deterion (Step 1) by the number of dollars del_)e closely scrutinizgd and clear aﬁd convincing gvi-
mined in the same manner as §1-1275ermined in paragraph (d)(3)(ii) of thiSdence will be required to establish that tax avoid-

| is not a princinal ; iding i }
5(e), treating the agreement date as thection (Step 2). ;e:]r;ccra\elﬁtno a principal purpose for providing increas

issue date) for the variable rates of inter- (e) Examples.The following examples  Example 2. () Aand B enter into a long-term
est provided under the terms of the|ystrate the application of this section: agreement for a 5-year lease of personal property
lessor’s indebtedness. beginning on July 1, 2000, and ending on June 30,
(d) Calculating constant rental . Example 1. (i) K, lessor, and L, lessee, enter2005. The rental agreement proyides that the rent .is
| Excebt as bro- into a long-term agregmgnt for a 10-year lease dllocated to the calendar ygars in the lease 'term'ln
a,mour,‘{_(l) In general. p_ P _personal property beginning on January 1, 2000. Kccordance with the following schedule and is paid
vided in paragraph (d)(2) of this sectionang | are C corporations that use the calendar yeat successive six-month intervals (on December 31
the constant rental amount is the amous their taxable year. K does not have any unusesd June 30) during the lease term:
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Year Amount Year Amount Example 6. (i) X and Y enter into a leaseback
for a 5-year lease of personal property beginning on

2000 $450,000 2000 $ 539,574 ;

2001 900,000 2001 583,603 January 1, 1998, and endlng on December 31_, 2002.
2002 900,000 2002 631,225 The rental agreement provides that $0 of rent is allo-

2003 1,100,000 2003 886,733 cated to years 1998, 1999, and 2000, and that rent of
2004 1,100,000 2004 959,090 $17,500,000 is allocated to years 2001 and 2002.

2005 550,000 2005 1,037,352 The rental agreement provides that the rent allocated

to each year is payable on December 31 of that year.

(i) In determining whether the uneven rent test (i) Assume further that the lessor’s indebtednesdssume all rental periods are the calendar year. As-
described in paragraph (c)(4)(i) of this section idears interest at the rate of 2 percent in excess of thiéme also that 110 percent of the applicable Federal
met, the total amount of rent allocated under th6-month London Interbank Offered Rate (LIBOR)rate based on annual compounding is 12 percent.
rental agreement is $5,000,000, and  the lease teifmeffect on the first day of the 6-month period for ~ (i)(A) If the Commissioner determines that the
is five years. The average rent for each year ®ach rental period and that, on the agreement dateaseback is disqualified, the constant rental amount
$1,000,000 (see paragraph (c)(4)(iii)(B) of this secthe interest rate under this formula would be 8 peis computed as follows:
tion), and the uneven rent test is met if the rent fatent. If the interest rate remained fixed during the (B) Step 1 in calculating the constant rental
each year is not less than $900,000 and not mogditire lease term, the formula for determining th@mount is to determine the present value of the two
than $1,100,000. The test is met for 2000 becaugent payable by the lessee would result in paymenpgiyments due under the rental agreement as follows:
the annualized rent for that year is $900,000. Thef rent in the amount of $450,000 for each six-
test is met for 2005 becauseythe annualized rent fBtonth period in 2000, 2001, and 2002, and $21,051,536 =>1/-500,000 +$17,500,000
that year is $1,100,000. The test is met for each 50,000 for each six-month period in 2003, 2004, (1.12¢ (1.12p
the years 2001 through 2004 because the rent f8pd 2005. (iiiy Because no amounts of rent are payable be-
each of these years is not less than $900,000 and not(iif) Under paragraph (c)(4)(iii)(E) of this sec- fore the lease term, Step 2 in calculating the constant
more than $1,100,000. Accordingly, because the ufion, the fixed rate substitute for the variable interesiental amount is to determine the present value as of
even rent test of paragraph (c)(4)(i) of this section i§€ provision produces a schedule of fixed rents thgie first day of the lease term of $1 to be received at
met, the long-term agreement will not be treated d8€ets the uneven rent test of paragraph (c)(4)() @he end of each rental period during the lease term.
disqualified. this section. Thus, even if the actual rents payabienis results in a present value of $3.6047762. In

Example 3.() C and D enter into a long-term Under the rental agreement do not meet the unevefiep 3 the amount determined in Step 1 is divided by
agreement for a lease of personal property beginnif§nt test because of fluctuations in the 6-montfhe number of dollars determined in Step 2. Thus,
on October 1, 1999, and ending on December 3+/BOR. the uneven rent test will be treated as hawne constant rental amount is $5,839,901 for each

2005. The rental agreement provides that the rent/f3J Peen met, and the long-term agreement will nQtglendar year during the lease term computed as fol-

allocated to the calendar years in the lease term Pr? treated as d|§quallfled. . lows:
d Example 5.(i)) G and H enter into a long-term

accordance with the following schedule and is pai $21.051.536
at successive six-month intervals (on December FA9r€EMent for a S-year lease of personal property $5,839,901 ===———==
and June 30) during the lease term: beginning on January 1, 2000, and ending on De- 3.6047762
cember 31, 2004. The rental agreement provides
Year Amount that the rent is payable to G at the rate of $40,0081.467—4 Section 467 loan.
per month in arrears, subject to an adjustment based
;ggg 900 go% on changes in prevailing interest rates during the (a) In general—(1) Overview. Except
2001 900'000 Iﬂease term.' Under this adjustment, the lessor is entirg provided in paragraph (a)(2) of this
' ed to receive an amount equal to the sum of a spec-__.. - .
2002 900,000 ified dollar amount, which increases each month a%ecu_on' the section 467 Ic_)an rules of this
2003 1,100,000 payments of rent are made, and interest on a notior3€Ction apply to a section 467 rental
2004 1,100,000 principal amount (as defined in §1.446-3(c)(3)) at agreement if, as of the first day of a rental
2005 1,100,000 qualified floating rate (as defined in §1.1275—5(b))period’ there is a difference between the

The notional principal amount is initially established :
(i) The three-month rent holiday period at the , g, percen? of tr?e cost of the prop)(;rty As eacﬁmoum of fixed rent payable under the
beginning of the lease term is an initial rent hoIida)bayment of rent is made. the notionallprinciparental agreement on or before the first day

within the meaning of paragraph (c)(4)(ii)(C) of 54 nt js reduced (but not below zero) to an amou@nd the amount of fixed rent required to

this section. Moreover, the agreement would fail th, ¢ \yould represent the outstanding principal babe accrued in accordance with §1.467—
uneven rent test if the _rent holiday pe_nod and thgnce of a loan the payments on which are equal T(d)(Z) before the first day Paragraph (b)
rent allocated to the period were taken m_to accgurﬁ.le monthly payments of rent. As of the agreemerBf thi " id | ‘ ‘
Thus, under paragraph (c)(4)(ii)(C) of this sectiongate the value of the qualified floating rate is 9 pero’ 11> SECUION Provides rules tor comput-
the period and the rent allocated to the period aggnt. Although G did not incur indebtedness specifild the principal balance of a section 467
disregarded for purposes of applying the uneven regly for the purpose of acquiring the property, thdoan at the beginning of any rental period.
test. In thatt (t:aste', the Itezse term t'; six years, andtﬁi’)‘@rties agreed to the adjustment provisions in orddfhe principal balance of a section 467
uneven rent test Is met because the average rent fgicompensate G for its general costs of borrowing, i ;
each year in the lease term is $1,000,000 and the (jj ?he adjustment pgrovision produces a schtg I_Oan may be positive _Or neQ?flt'V_e' For
rent for each calendar year in the lease term is ngfe of rent payments that is virtually identical to chFeder_al tax purposes, if the principal bal-
less than $900,000 nor more than $1,100,000 Agchedtﬂe that would have resulted if G had actuangnce IS pOSItIVE, the amount represents a
cordingly, the long-term agreement will not beporrowed money in an amount and on terms identloan from the lessor to the lessee, and if
treated asldisql(J;\Iified. . | cal to the terms used in determining interest on thehe principal balance is negative, the
Example 4. () E and F enter into a long-term notional principal amount and the adjustment wer
agreement for a 6-year lease of personal property bgased onpthat ipndebtedness. An adjusJ;tment based%%nount represents a loan from the lessee
ginning on January 1, 2000, and ending on Decembattual indebtedness of the lessor would have beerfd the l€ssor.
31, 2005. The rental agreement provides that the repdriable interest rate provision eligible for a safe (2) No section 467 loan in the case of
allocated to the calendar years in the lease term ahdrbor under paragraph (c)(3)(ii)(A) of this sectioncertain section 467 rental agreements.
pal(;jDat sucgeszll/;edmx_—m(:rr]]thl |nter\t/als (_or:hJune &cordmﬂl]y, b(e;_se? ontall thg _factj_dandtcrl]rcumExcept as provided in paragraphs (a)(3)
and December uring the lease term is the sumstances, the adjustment provision did not have : . : :
the interest on the lessor’s indebtedness, in thene of its principal purposes the avoidance of Fe?f—?nd (4) of this S.eCtIOI’l, this section does
amount of $4,637,577, and an amount determined &ral income tax, and thus the long-term agreemeftOt 8pPply to section 467 rental agreements
accordance with the following schedule: will not be treated as disqualified. that provide adequate interest under
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81.467-2(b)(1)(i) (agreements with nadetermined under paragraph (b)(1) of thiss the same for all parties and is the yield
deferred or prepaid rent) or 81.467-section, plus the fixed rent accrued fothat results in the net accrual of positive
2(b)(1)(ii) (agreements with deferred orthat rental period. or negative interest for that period equal
prepaid rent that provide adequate stated (3) Timing of paymentsFor purposes to the amount of such interest that accrues
interest at a single fixed rate). of this paragraph (b), the day on which annder the terms of the rental agreement
(3) Rental agreements subject to conamount is payable is determined under tHer that period. For example, if property
stant rental accrual.Notwithstanding the rules of §1.467-1(j)(2)(i)(B) through (E) subject to a section 467 rental agreement
provisions of paragraph (a)(2) of this secand 8§1.467-1(j)(2)(ii). is sold (transferred) and the beginning
tion, this section applies to rental agree- (c) Yield—(1) In general—(i) Method section 467 loan balance of the transferor
ments subject to constant rental accruaf determining yield.Except as provided (as described in 81.467—7(e)(2)(i)) is pos-
under 81.467-3 (relating to disqualifiedn paragraphs (c)(2) and (3) of this secitive and the beginning section 467 loan
leasebacks or long-term agreements). tion, the yield of a section 467 loan is thdalance of the transferee (as described in
(4) Special rule in applying the provi- discount rate at which the sum of the pre81.467-7(e)(2)(ii)) is negative, the yield
sions of §1.467-7(e), (f), or (gNotwith- sent values of all amounts payable by then each of these loan balances for any pe-
standing the provisions of paragraphessee as fixed rent and interest on fixedod is the same for all parties and is the
(a)(2) of this section, section 467 loarrent, plus the sum of the present values gfeld that results in the net accrual of pos-
balances must be computed for sectioall amounts payable by the lessor as inteitive or negative interest, taking into ac-
467 rental agreements that are not subjeest on prepaid fixed rent, equals the suwount the aggregate positive or negative
to constant rental accrual under 81.467-@& the present values of the fixed rent thahterest on the section 467 loan balances
and that provide adequate interest undeccrues in accordance with 81.467-ef both the transferor and transferee,
81.467-2(b)(1)(i) or (i), but only for pur- 1(d)(2). The yield must be constant oveequal to the amount of such interest that
poses of applying the provisions ofthe term of the section 467 rental agreexccrues under the terms of the rental
81.467-7(e) (relating to dispositions oiment and, when expressed as a percemigreement for that period.
property subject to a section 467 rentadge, must be calculated to at least two (4) Determination of present values.
agreement), 81.467—7(f) (relating to asdecimal places. The rules for determining present value in
signments by lessees and lessee-financed(ii) Method of stating yield.In deter- computing the yield of a section 467 loan
renewals), and 81.467-7(g) (relating tonining the section 467 interest for a rentare the same as those provided in §1.467-
modifications of rental agreements). period, the yield of the section 467 loar?(d) for computing the proportional rental
(b) Principal balance—(1) In general. must be stated appropriately by takingmount.
Except as provided in paragraph (b)(2) ahto account the length of the rental pe- (d) Contingent payments. Except as
this section or in 81.467-7(e), (f), or (g)riod. Section 1.1272-1(jExample 1, otherwise required, contingent payments
the principal balance of the section 46provides a formula for converting a yieldare not taken into account in calculating
loan at the beginning of a rental periodhased on a period of one length to aeither the yield or the principal balance of

equals— equivalent yield based on a period of a section 467 loan.
(i) The fixed rent accrued in precedingifferent length. (e) Section 467 rental agreements that
rental periods; (i) Rounding adjustmentsAny ad- call for payments before or after the lease
(ii) Increased by the sum of— justment necessary to eliminate the seterm. If a section 467 rental agreement

(A) The interest on fixed rent includi-tion 467 loan because of rounding thealls for the payment of fixed rent or in-
ble in the gross income of the lessor foyield to two or more decimal places musterest thereon before the beginning of the
preceding rental periods; and be taken into account as an adjustment tease term, this section is applied by treat-

(B) Any amount payable by the lessothe section 467 interest for the final rentahg the period beginning on the first day
on or before the first day of the rental peperiod determined as provided in paraan amount is payable and ending on the
riod as interest on prepaid fixed rent; andgraph (e) of this section. day before the beginning of the first rental

(iif) Decreased by the sum of— (2) Yield of section 467 rental agree-period of the lease term as one or more

(A) The interest on prepaid fixed rentments for which constant rental amount orental periods. If a rental agreement calls
includible in the gross income of theproportional rental amount is computedfor the payment of fixed rent or interest
lessee for preceding rental periods; and In the case of a section 467 rental agrethereon after the end of the lease term,

(B) Any amount payable by the lesseenent to which 81.467-1(d)(2)(i) or (ii) ap-this section is applied by treating the pe-
on or before the first day of the rental peplies, the yield of the section 467 loarriod beginning on the day after the end of
riod as fixed rent or interest thereon. equals 110 percent of the applicable Fedhe last rental period of the lease term and

(2) Section 467 rental agreements thagral rate (based on a compounding pericehding on the last day an amount of fixed
provide for prepaid fixed rent and ade-equal to the length of the rental period). rent or interest thereon is payable as one
guate interest.If a section 467 rental (3) Yield for purposes of applyingor more rental periods. Rental period
agreement calls for prepaid fixed rent andaragraph (a)(4) of this sectiorfzor pur- length for the period before the lease term
provides adequate interest under 81.467poses of applying paragraph (a)(4) of thisr after the lease term is determined in ac-
2(b)(2)(iv), the principal balance of thesection, the yield of the section 467 loawordance with the rules of §1.467-1(j)(5).
section 467 loan at the beginning of &alance of any party, or prior party, to a (f) Examples.The following examples
rental period equals the principal balanceection 467 rental agreement for a periolustrate the application of this section:
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Example 1. (i)(A) Aleases property to B fora  Example 2.()) The facts are the same as5k- agreements subject to constant rental ac-
three-year period beginning on January 1, 2000, arainple 1,81.467-2(f). C agrees to lease property.r,a| under §1.467-3.
ending on December 31, 2002. The section 46ffom D for five years beginning on January 1, 2000, . .
rental agreement has the following rent allocatiomnd ending on December 31, 2004. The section 467 (b) Variable rate treated as flxed(l)

schedule and payment schedule: rental agreement provides that rent of $100,000 a0 general. If a section 467 rental agree-
crues in each calendar year in the lease term and tiaent provides variable interest—
Rent Allocation Payment  rent of $500,000 plus $120,000 of interest is payable (i) The fixed rate substitutes (deter-
2000 $400,000 on December 31, 2004. T_he parties select the Caleﬁii ned in the same manner as under
2001 600,000 dar year as the rental period, and 110 percent of t

2002 800,000 $1,800,000 applicable Federal rate is 10 percent, compoundgl']'z?_s_s(e)' treating the ag_reement date
annually. The rental agreement has deferred rent ka8 the issue date) for the variable rates of

(B) The rental agreement requires a $1.8 millioprovides adequate interest on fixed rent. interest on deferred or prepaid fixed rent
payment to be made on December 31, 2002, but (ii)(A) Pursuant to paragraph (c)(1) of this Sec‘provided by the rental agreement must be
does not provide for interest on deferred rent. Agion, the yield of the section 467 loan isused in computing the proportional rental
sume A and B choose the calendar year as the rentdl.775078%, compounded annually. The following
period length and that 110 percent of the applicable a schedule of the rent allocable to each rental pgnount under §1.467-2(c), the constant
Federal rate based on annual compounding is ¥®d during the lease term, the balance of the sectidiental amount under 81.467-3(d), the
percent. Assume also that the agreement is not4&7 loan as of the end of each rental period (deteprincipa| balance of a section 467 loan
Ieasebgck or long-term agreement and, therefore, risined, in the case of the calendar year 20Q4, W'thof}nder §1.467—4(b), and the yield of a sec-
not subject to constant rental accrual. regard to the single payment of rent and interest i .

(i) Because the section 467 rental agreemerthe amount of $620,000 payable on the last day *On 467 Iogn under §1'A,'67_4(C)’ and
does not provide adequate interest under §1.46The lease term), and the interest on the section 467 (ii) The interest on fixed rent for any

2(b) and is not subject to constant rental accrual, thean allocable to each rental period: rental period is equal to the amount that
fixed rent that duri h rental period i i _
et ot T e T P Saendar Secion 467 Secton 467 Secion as7WOUId be determined under 51.467
) e if the section rental agreement
81.467-2(c). The proportional rental amounts foS(ear Interest Rent Loan Balancedi(d )rgoi rovide variable interest Ssin the
each rental period are as follows: 2000 $ 0 $100,000.00  $100,000.00* p ‘ b g
s 2001  10,775.08 100,000.00  210,775.08fixed rate substitutes determined under
2000 370,370.37 2002  22,711.18 100,000.00  333,486.26 i i ion i
/11, ,000. 486.26paragraph (b)(1)(i) of this section in place
2001 555,555.56 2003  35,933.41 100,000.00  469,419.67

of the variable rates called for by the

2002 740,740.73 2004  50,580.33  100,000.00  620,000.00 , _

i ) o rental agreement, plus the variable inter-

(iif) A section 467 loan arises at the beginning of () ¢ takes the amounts of interest and rent intast adjustment amount provided in para-
the second rental period because the rent payable 9fcount as expense and D takes such amounts irﬁ?aph (b)(2) of this section

or before that day (zero) is less than the fixed renfccount as income for the calendar years identifie / X )
accrued under §1.467-1(d)(2) in all preceding rentalhove, regardiess of their respective overall methods (2) Variable interest adjustment

periods ($370,370.37). Under paragraph (c)(2) off accounting. amount—(i) In general. The variable in-

this section, the yield of the loan is equal to 110 per- terest adjustment amount for a rental pe-
cent of the applicable Federal rate (10 percent cong1 467—5 Section 467 rental agreements;joq equals the difference between—

pounded annually). Because no payments atRith variable interest . ]
treated as made on or before the first day of the sec- ' (A) The amount of interest that, without

3:1: I:gtailn?ﬁrr:Od;):‘h?h%ﬂgzzilnbdalfgﬁfa?f tr;erilgz\niz;lt (a) Variable interest on deferred or reggrd to section 46?, would have accrued
$370 3790 37 gll'he interest for the secondprental pQ—repaid rem_(l) In general. This sec- durlng the rental peHOd under the terms of
SR ; i ; .~Ahe section 467 rental agreement; and

riod on fixed rent is $37,037.04 (.20$370,370.37) tion provides rules for computing sectiorf ) .
and, under §1.467-1(e)(3), is treated as interest i#67 rent and interest in the case of section (B) The amount of interest that, with-
come of the lessor and as an interest expense of thg7 rental agreements providing variabl@Ut regarq to section 467, W_OU|d have ac-
lessee. interest. For purposes of this section, &ued during the rental period under the

iv) Because no payments are made on or before . . . ;
() pay : r % Orental agreement provides for variable intérms of the section 467 rental agreement
the first day of the third rental period, the principal : - ing the fixed rat bstitutes det ined
balance of the loan at the beginning of the third€rest if the rental agreement provides fd#SINg he Tixed rate substitutes aetermine

rental period is equal to the fixed rent accrued dustated interest that is paid or compoundednder paragraph (b)(l)(|) of this section in
ing the first and second rental periods plus thet least annually at a rate or rates th&lace of the variable interest rates called

lessor’s interest income on fixed rent for the seconfhaet the requirements of §1_1275_5(afor by the rental agreement.

rental period ($962,962.97 = $370,370.37 +.,. . . . " - -
$555,555.56 + $37,037.04). The interest for n&3)(M(A) or (B) and (a)(4). If a section (i) Positive or negative adjustmeri.

third rental period on fixed rent is $96,296.30 (40 467 rental agreement provides for interedhe amount det_ermine_d u_nder paragraph
$962,962.97). Thus, the sum of the fixed rent anthat is neither variable interest nor fixedb)(2)(i)(A) of this section is greater than
interest on fixed rent for the three rental periods iterest, the agreement provides for corthe amount determined under paragraph
equal to th_e total amount paid over the lease terﬁhgent payments. (b)(2)()(B) of this section, the variable
e A%%, (2) Excepiions This section s not ap- nlerest adjustment amount s posiive. I
+ $37,037.04, plus third year fixed rent and intered®licable to section 467 rental agreementie amount determined under paragraph
accrual, $740,740.73 + $96,296.30, equalthat provide adequate interest unde®)(2)(i)(A) of this section is less than the
$1,800,000). B takes the amounts of interest an§1.467—-2(b)(1)(i) (agreements with ncamount determined under paragraph
rent i_nto account as interest and reqt expense, f§eferred or prepaid rent) or (b)(l)(ii)(b)(Z)(i)(B) of this section, the variable
Isnrigf:;’f g'r‘];?grﬁ Ti'c((e);zufzsi?;?\?;;"}g ?ﬁgi‘;?;ifental ggreements with stated_intergst qtiaterest adjL_Jstment amount is negative.
dar years identified above, regardless of their resSingle fixed rate). The exceptions in this (3) Section 467 loan balanceThe

spective overall methods of accounting. paragraph (a)(2) do not apply to rentalariable interest adjustment amount is not
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taken into account in determining the Accrued Accrued Projected Cumulative Proportional Accrued Projected Cumulative

principal balance of a section 467 loan Rent Interest Payment Loan Rent Interest Payment Loan

under §1.467—-4(b). Instead, the sectio?p00 $100,000 $ 0 $ 0 $100,0002000 $98,756.09 $ 0.00 $ 0 $98,756.09
467 loan balance is computed as if af001 200,000 13,630  (10,000) 303,6302001 197,512.18 14,813.41 (10,000) 301,081.68
amounts payable under the section 462P02 100,000 41,370  (445,000) 02002 98,756.09 45,162.23 (445,000) 0.00

rental agreement were based on the fixed (i) To compute the actual reported interest on (v) The variable interest adjustment amount in

rate substitutes determined under paraixed rent for each calendar year, the variable intethis example is the same asErample 1. Under

graph (b)(1)(i) of this section. est adjustment amount, as described in paragrapAragraph (b)(1)(ii) of this section, the actual inter-
(C) Examp|e3.The fo"owing examp'es (b)(2) of this section, must be added to the accruéi‘ﬁéfgc‘;ged rce]r]:t fOZrOZOOZOl I;i1568213;1$2$511'68213§1

illustrate the application of this section; nterest determined in paragraph (iii) of tisam- 000) and for 0 $42,162.23 (345,162.23 =

ple 1. Assume that the variable rates for 2001 an§3,000).
ren'tza’fla?p'e 1 () X and ¥ enter into a section 467 2002 are actually 11 and 14 percent, reSpem'\"al){h.467—6 Section 467 rental agreements
greement for the lease of personal propertyithout regard to section 467, the interest that " .

beginning on January 1, 2000, and ending on Devould have accrued during each calendar year und\Q@th contingent payments. [Reserved]'

cember 31, 2002. The rental agreement allocatéise terms of the section 467 rental agreement, a .

$100,000 of rent to 2000, $200,000 to 2001, anghe interest that would have accrued under the ter 4677 Secn_on 467 _recapt_ure and

$100,000 to 2002, and requires the lessee to pay gfl the rental agreement using the fixed rate substh€r rules relating to dispositions and

$400,000 of rent on December 31, 2002. The rentglies determined under paragraph (b)(1)(i) of thignodifications.
agreement requires the accrual of interest on unpaid .«ion are as follows:

accrued rent at two different qualified floating rates (a) Section 467 recaptureNotwith-
(as defined in §11275—5(b)), one for 2001 and the Accrued Interest Accrued Interest Standlng any Othel’ pl‘OVISIOﬂ Of the Inter-
other for 2002, such interest to be paid on December Under Rental Using Fixed - .
31 of the year it accrues. The rental agreement pro- Agreement Rate Substitutes nal Revenue COde.’ except as prowded. n
vides that the qualified floating rate is set at a cur- parggraph (c) of this _secuon, a |es§0r dis-
rent value within the meaning of §1.1275—5(a)(4)§)882 j 008 fo 00?) posing of property in a transaction to
Assume that on the agreement date, 110 percent ' ' i i i -
g p 42,000 45,000 which this paragraph (a) applies must rec

the applicable Federal rate is 10 percent, conf- ognize the recapture amount (determined
pounded annually. Assume also that the agreement

is not a leaseback or long-term agreement and, r(y)bIUQi(:r rpartag?pht(r:)(ii ofr;hlsn?gcn;ri, ct)zﬂ,mder paragraph (b) of th'_s SE'Ct_lon) and
therefore, is not subject to constant rental accrual, Yo/ 201€ interest adjustment amount is $1,00¢reat that amount as ordinary income.

(i) To determine if the section 467 rental agree{®11,000 — $10,000) for 2001 and is — $3,006rhj5 paragraph (a) applies to any disposi-

ment provides for adequate interest under §1.464342,000 — $45,000) for 2002. Thus, under parg; ¢ property subject to a section 467
2(b), §1.467—2(b)(2) requires the use of fixed ratg@raph (b)(1)(ii) of this section, the actual interest on

substitutes (in this example determined in the sanféxed rent for 2001 is $14,630 ($13,630 + $11000fental agreement thai— . .
manner as under §1.1275-5(e)(3)(i) treating thand for 2002 is $38,370 ($41,370 - $3,000). (1) Is a leaseback (as defined in
agreement date as the issue date) in place of the vari-Example 2.(i) The facts are the same asEir-  81.467-3(b)(2)) or a long-term agreement
able rates called for by the rental agreement. Asimple lexcept that 110 percent of the applicabldas defined in §1.467-3(b)(3));

sume that on the agreement date the qualified floaFederal rate is 15 percent compounded annually and (2) Is not disqualified under 81.467—
ing rgtes, and therefore the fixed rate substituteghe section 467 rental agreement does not prOVic@(b)(l); and

relating to 2001 and 2002 are 10 and 15 perce@fequate interest under §1.467—2(b). Consequently, (3) Allocates to any rental period fixed

compounded annually. Taking into account thene fixed rent for each calendar year during the lease )
fixed rate substitutes, the sum of the present valug$the proportional rental amount. rent that, when annualized, exceeds the

of all amounts payable by the lessee as fixed rent (i The sum of the present values of the fixed@Nnualized fixed rent allocated to any pre-

and interest thereon is greater than the sum of the,, provided for each calendar year during the leageding rental period.

present values of the fixed rent allocated to eac{érm, discounted at 15 percent compounded annu- (b) Recapture amount(1l) In gen-
rental period. Accordingly, the rental agreemen

provides adequate interest under §l.467—2(b)(1)(iiﬁ”y’...equals $303,936.87. _ _ e.ral-. The recapture amount for a disposi-

and the fixed rent accruing in each calendar year ,("')(A) Paragraph (b)(1)(i) of this section re- tjon is the lesser of—

during the rental agreement is the fixed rent a“OqU;“ZSbthe sropc:rr]tlonal renttz.;\l atmhotu.nttto bte (?I(Ijm_ (i) The prior understated inclusion (de-
uted based on the assumption that interest will ag- ‘. i

cated under the rental agreement. P P fermined under paragraph (b)(2) of this

(i) Because the section 467 rental agreemerffue and be paid based on the fixed rate substitutes. .~ -
provides for variable interest on unpaid accruedhus, the sum of the present values of the pfOJ'eCtéFCtlon)' or

fixed rent at qualified floating rates and the qualifiedPayments under the section 467 rental agreement (i) The section 467 gain (determined

floating rates are set at a current value, the requirequals $300,156.16, computed as follows: under paragraph (b)(3) of this section).
ments of §1.1275-5(a)(3)()(A) and (4) are met and (2) Prior understated inclusion.The

th_e rental agree_ment provides for variable |_nterest $ 10,000/(1.15) - $ 7,561.44 prior understated inclusion is the excess
within the meaning of paragraph (a)(1) of this sec- 445,000/(1.18) = 292,594.72 i ¢

tion. Therefore, under paragraph (b)(1)(i) of this $300,156.16 (i gny) OF— ,
section, the yield of the section 467 loan is com- () The aggregate amount of section 467

puted based on the fixed rate substitutes. Under (B) The fraction for computing the proportional yent and section 467 interest for the period
§1.467-4(c), the constant yield (rounded to two ded€ntal amount equals .9875609 ($300'156-16during which the lessor held the property,
i 03,936.87). . . .

|maI”pIches) (;aquatlﬁ 1?'63 peirceng cttl)tnlpoutnhdeg a§3 (iv) Base()j on the fixed rate substitutes, the fixe(&jetermIned as if the section 467 rental

nually. Based on the fixed rate substitutes, the fixe : . o

rent, interest on fixed rent, and the principal balanceent, interest on fixed rent, and the balance of ragreement were a dlsquahf_led leaseback or
of the section 467 loan, for each calendar year dusection 467 loan for each calendar year during tH®Ng-term agreement subject to constant
ing the lease term, are as follows: lease term are as follows: rental accrual under 81.467-8;er
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(i) The aggregate amount of section (ii) Dispositions covered-(A) In gen- have been taken into account by the trans-
467 rent and section 467 interest accrueztal. Except as provided in paragraptferor, and the aggregate amount of section
by the lessor during that period. (c)(3)(ii)(B) of this section, this paragraph467 rent and section 467 interest accrued

(3) Section 467 gair-(i) In general. (c)(3) applies to a disposition of propertyby the transferee includes the aggregate
Except as otherwise provided in paraH the basis of the property in the hands acimount of section 467 rent and section
graph (b)(3)(ii) of this section, the sectiorthe transferee is determined by referenegés7 interest that was taken into account

467 gain is the excess (if any) of— to its basis in the hands of the transferdsy the transferor. The prior understated
(A) The amount realized from the dis-by reason of the application of sectionnclusion determined under this paragraph
position; over 332, 351, 361, 721, or 731. (c)(4) must be reduced by any recapture

(B) The sum of the adjusted basis of (B) Transfers to certain tax-exempt or-amount taken into account under para-
the property and the amount of any gaiganizations. This paragraph (c)(3) doesgraph (a) of this section by the transferor.
from the disposition that is treated as ordirot apply to a disposition to an organiza- (5) Like-kind exchanges and involun-
nary income under any provision of subtition (other than a cooperative described itary conversions.If property is disposed
tle A of the Internal Revenue Code othesection 521) which is exempt from taxof or converted and, before the applica-
than section 467(c) (for example, sectioimposed by chapter 1, subtitle A of the Intion of paragraph (a) of this section, gain
1245 or 1250). ternal Revenue Code (a tax-exempt ens not recognized in whole or in part under

(i) Certain dispositionsin the case of tity) except to the extent the property isection 1031 or 1033, then the amount of

a disposition that is not a sale or exused in an activity the income from whichsection 467 gain taken into account by the
change, the section 467 gain is the excesssubject to tax under section 511(a) (kssor is limited to the sum of—
(if any) of the fair market value of thesection 511(a) activity). However, if as- (i) The amount of gain recognized on
property on the date of disposition ovesets used to any extent in a section 511(#)e disposition or conversion of the prop-
the amount determined under paragrapdctivity are disposed of by the tax-exemperty (determined without regard to para-
(b)(3)(1)(B) of this section. entity, then, notwithstanding any othegraph (a) of this section); and

(c) Special rules—(1) Gifts. Para- provision of law (except section 1031 or (ii) The fair market value of property
graph (a) of this section does not apply teection 1033) the recapture amount withcquired that is not subject to the same
a disposition by gift. However, see pararespect to such disposition, to the exterstection 467 rental agreement and that is
graph (c)(4) of this section for disposi-attributable under paragraph (c)(4) of thimot taken into account under paragraph
tions by transferees. If a disposition is irsection to the period of the transferor’§c)(5)(i) of this section.
part a sale or exchange and in part a gifbwnership of the property prior to the first (6) Installment salesin the case of an
paragraph (a) of this section applies to théisposition, shall be included in the taxinstallment sale of property to which
disposition but the prior understated inexempt entity’s unrelated business taxablearagraph (a) of this section applies—
clusion is determined by taking into acincome. To the extent that the tax-exempt (i) The recapture amount is recognized
count only section 467 rent and sectioentity ceases to use the property in a seand treated as ordinary income in the year
467 interest properly allocable to the portion 511(a) activity, the entity will be of the disposition; and
tion of the property not disposed of bytreated for purposes of this paragraph (ii) Any gain in excess of the recapture
gift. (c)(3) and paragraph (c)(4) of this sectiommount is reported under the installment

(2) Dispositions at death.Paragraph as having disposed of the property to suamethod of accounting if and to the extent
(a) of this section does not apply to a dieextent on the date of the cessation. that method is otherwise available under
position if the basis of the property in the (4) Dispositions by transfereelf the section 453.
hands of the transferee is determinerecapture amount with respect to a dispo- (7) Dispositions covered by section
under section 1014(a). This paragrapsition of property (the first disposition) is170(e), 341(e)(12), or 751(c)For pur-
(c)(2) does not apply to property whichlimited under paragraph (c)(1) or (3) ofposes of sections 170(e), 341(e)(12), and
constitutes a right to receive an item of inthis section and the transferee subs&51(c), amounts treated as ordinary in-
come in respect of a decedent. See saguently disposes of the property in aome under paragraph (a) of this section
tions 691 and 1014(c). transaction to which paragraph (a) of thisnust be treated in the same manner as

(3) Certain tax-free exchangegi) In section applies, the prior understated iramounts treated as ordinary income under
general. The recapture amount in theclusion determined under paragrapkection 1245 or 1250.
case of a disposition to which this parafb)(2) of this section is computed by tak- (d) Examples. The following exam-
graph (c)(3) applies is limited to theing into account the amounts attributablples illustrate the application of para-
amount of gain recognized to the transto the period of the transferor’s ownershigraphs (a), (b), and (c) of this section. In
feror (determined without regard to paraef the property prior to the first disposi-each of these examples the transferor of
graph (a) of this section), reduced by théon. Thus, for example, the section 46property subject to a section 467 rental
amount of any gain from the dispositiorrent and section 467 interest that wouldgreement is entitled to the rent for the
that is treated as ordinary income unddrave been taken into account by the tranday of the disposition. The examples are
any provision of subtitle A of the Internalferee if the section 467 rental agreemerats follows:

Revenue Code other than section 467(ckere a disqualified leaseback or long- _ _ ,
However, see paragraph (c)(4) of this se¢cerm agreement subject to constant rentgl Example 1. ()(A) X and ¥ enter into a section

. ! A . 7 rental agreement for a 5-year lease of personal
tion for dispositions by transferees. accrual include the amounts that woulgoperty beginning on January 1, 2000, and ending
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on December 31, 2004. The rental agreement pro- Allocation Payment ally taken into account prior to the disposition is

vides that the calendar year will be the rental periog000 $60.000 $ 0 $262,500. Thus, S's prior understated inclusion is
and that rents accrue and are paid in the foIIowing001 65’000 0 $28,209.40 ($290,709.40 minus $262,500X3
pattern: 2002 70,000 175,000 f87,500)g. t\i’s se::r:ion 467 gali.n iz$10t(i],00d9, the'(t:i.if—
) 2003 75,000 175,000 erence between the gain realized on the disposition
Allocation Payment 2004 80.000 0 ($345,000) and the amount of gain that is treated as
2000 $ 0 $ 0 ' ordinary income under non-section 467 Code provi-
2001 87,500 0 (i)(A) Assume the section 467 rental agreemengions ($245,000). Accordingly, S’s recapture
2002 87,500 175,000 does not provide for adequate interest under §1.46&mount, the lesser of the prior understated inclusion
2003 87,500 175,000 2(b), and, therefore, the fixed rent for a rental periodr the section 467 gain, is $28,209.40.
2004 87,500 0 is the proportional rental amount. See 8§1.467-

1(d)(2)(ii). Under §1.467-2(c), the following (e) Other rules relating to disposi-
(B) Assume that both X and Y are calendar yeagmounts would be required to be taken into accounfons—(1) In general. If there is a sale
taxpayers and that 110 percent of the applicable Fed- ) !

eral rate is 11 percent, compounded annually. As- Section 467 Section 467 exchange, or Oth?r disposition of property

sume also that the rental agreement is a long-term Rent Interest subject to a section 467 rental agreement

agreement (as defined in §1.467-3(b)(3)), but it is $57.260.43 ¢ o (the transfer), the section 467 rent and, if

2‘“ t"’;]d'sqb“a"f'“ 'et";‘lseba"k or 'O“tgje"“ agrteeme%m 62,032.13 620865 applicable, section 467 interest for a pe-
urther, because the agreement does not provi 66.803.83 13 81503 ) .

prepaid or deferred rent, proportional rental accru 71'575 53 3’433 1 riod are taken into account by the owner

is not applicable. (See §1.467-2(b)(1)(()). Therefore,q ., of the property during the period. The
the rent taken into account under §1.467-1(d)(2) is following rules apply in determining the
the fixed rent allocated to the rental periods under (B) The amount of section 467 rent and sectiogection 467 rent and section 467 interest
§1.467-1(c)(2)(ii). 467 interest taken into account by X for 2000 i?or the portion of the rental period ending
(i) On December 31, 2000, X sells the property$57,260.43. Thus, the prior understated inclusion is . . .
subject to the section 467 rental agreement to an u$8,552.12 (the excess of the amount of section 4é91med|ately prl(_)r to the transfer: .
related person for $575,000. At the time of the saleent and section 467 interest based on constant rental(i)  The section 467 rent and section
X’s adjusted basis in the property is $175,000accrual for 2000, $65,812.55, over the amount o467 interest for the portion of the rental
Thus, X’s gain on the sale of the property issection 467 rent and section 467 interest actualllyeriod ending immediately prior to the
$400,000. Assume that $175,000 of this gain woulthken into account, $57,260.43). Since the prior UYansfer are a pro rata portion of the sec-
be treated as ordinary income under provisions aferstated inclusion is less than the section 467 gain . .
the Internal Revenue Code other than section 467(¢%225,000, as determined Example {iii)(B)), the tion 467 rent and the section 467 interest,
Under paragraph (a) of this section, X is required teecapture amount treated as ordinary income is al§g@spectively, for the rental period. Such
take the recapture amount into account as ordinag,552.12. amounts are also taken into account in de-
income. Under paragraph (b) of this section, the re- Example 3.(i) The facts are the same asfik-  termining the transferor’s section 467
capture amount is the lesser of the prior understatesnple 1,except that, instead of selling the propertyLb
E.

76,347.23 (7,565.94)

inclusion or the section 467 gain. X transfers the property to S on December 31, 200 oan balance, prior to a,ny adJUStment
(iii)(A) In computing the prior understated inclu- in exchange for stock of S in a transaction that mee ereof that may be requ”ed under para-
sion under paragraph (b)(2) of this section, assuntbe requirements of section 351(a). Under paragrag@aph (h) of this section, immediately be-
that the section 467 rent and section 467 intereft)(3) of this section, because of the application ofore the transfer.
(based on constant rental accrual) would be takesection 351, X is not required to take into account (i) If the transferor of the property is
into account as follows if the section 467 rentahny section 467 recapture. .
entitled to the rent for the day of transfer,

agreement were a disqualified long-term agreement: (i) On December 31, 2003, S sells the proper%h . .
subject to the section 467 rental agreement to an u1€ transfer is treated as occurring at the

Section 467 Section 467  related person for $450,000. At the time of the sal€nd of the day of the transfer.
Rent Interest S's adjusted basis in the property is $105,000. Thus, (jii) If the transferee of the property is
2000 $65,812.55 $ o Ssgainonthe sale of the property is $345,000. Agntitled to the rent for the day of transfer,
2001 65,812.55 7,239.38  Sume that $245,000 of this gain would be treated e transfer is treated as occurring at the
2002 65.812.55 15 275.09 ordinary income under provisions of the Interna o
2003 65812 55 494473 Revenue Code other than section 467(c). und&eginning of the day of the transfer.
2004 65:812:55 (6:521:95) paragraph (a) of this section, S is required to take the (2) Treatment of section 467 loarif

recapture amount into account as ordinary incomghere is a transfer described in paragraph
(B) The total amount of section 467 rent and seawrhich, under paragraph (b) of this section, is thge)(l) of this section. the following rules

tion 467 interest for 2000, based on constant rentlsser of the prior understated inclusion or the se . . ,
accrual, is $65,812.55. Since X did not take antion 467 gain. appIy In determlnmg_the transferor’s and
section 467 rent or section 467 interest into account (iii) S owned the property in 2003 and, undethe transferee’s section 467 loans for the
in 2000, the prior understated inclusion is als@aragraph (c)(4) of this section, for purposes of deperiod after the transfer, the amount real-
$65,812.55. X’s section 467 gain is $225,000termining S’s prior understated inclusion, S i§ze(d by the transferor, and the transferee’s
which is the excess of the gain realized ($400,00@)eated as if it had owned the property during thf)asis in the property:

over the amount of that gain treated as ordinary iryears 2000 through 2002. In computing S’s prior . o
come under non-section 467 provisions ($175,000understated inclusion under paragraph (b)(2) of this (l) The beglnnlng balance of the trans-
Accordingly, the recapture amount (the lesser of theection, the section 467 rent and section 467 interd@ror’s section 467 loan is equal to the net
prior understated inclusion or the section 467 gair)ased on constant rental accrual are the same as firesent value at the time of the transfer
tre:lazted as| orglr(1_e)ar¥r:ncfc)mte is $6ti,812.55. . ?_r_r)l(o’;nt?hset ft(r)]rth in tthetschte(ljulel:‘matn;plezaloo(but after giving effect to the transfer) of

xample 2. (i) The facts are the same asHRr-  (iii)(A). Thus, the constant rental amount for "

ample 1 except that the section 467 rental agree2001, 2002, and 2003 is $290,709.40 (x4 all SUbse_quent amoqnts payable as fixed
ment specifies that rents accrue and are paid in t$65,812.55) + $7,239.38 + $15,275.00 + $4,944.73§€Nt and interest on fixed rent to the trans-
following pattern: The section 467 rent and section 467 interest actferor and all subsequent amounts payable
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as interest on prepaid fixed rent by théhe property or secured by the propertyransferor of property subject to a section
transferor. The transferor must continuacquired subject to the liability. If the be-467 rental agreement is entitled to the rent
to take into account interest on the tranginning balance of the transferee’s sectiofor the day of the transfer. The examples
feror's section 467 loan balance after thé67 loan is positive, the transferor andire as follows:
date of the transfer. transferee must treat the balance as an ad-E o1 4R enter int ion 467
(i) The beginning balance of the transditional asset acquired in connection with Ex@MPle 1.() Q and R enter into a section

, . . rental agreement for a 5-year lease of personal prop-
fe-ree.s section 467 loan is equal to théhe trgnsfer of_thg property. In the case (ﬁty beginning on January 1, 2000, and ending on
principal balance of the transferor's seca positive beginning balance of the transsecember 31, 2004. The rental agreement provides
tion 467 loan immediately before theferee’s section 467 loan, the transfereat $0 of rent is allocated to 2000, 2001, and 2002,
transfer reduced (below zero, if appropriwill have an initial cost basis in the secand $1,750,000 is allocated to each of the years
ate) by the beginning balance of the transion 467 loan equal to the lesser of the b&?03 and 2004. The rental agreement provides that

s . _— the calendar year will be the rental period and that
feror’s section 467 loan. Amountsginning balance of the loan or the aggre; ;

. . . e rent allocated to each calendar year is payable on
payable to the'tra.nsferor are not taken intgate con3|dgrat|on for the transfer Of th@he last day of that calendar year. Assume that both
account in adjusting the transferee’s se@roperty subject to the section 467 renta) and R are calendar year taxpayers and that 110
tion 467 loan balance. agreement and the transfer of the trangercent of the applicable Federal rate is 11 percent,

(ii) If the beginning balance of theferor’s interest in the section 467 loan. ~compounded annually. Assume further that the
transferee’s section 467 loan is negative, (3) [Reserved]. rental agreement is a disqualified long-term agree-
the transferor and transferee must treat the(4) Examples. The following exam- ment (as defined in $1.467-3(b)(3)) and that the sec-

o . - . ples. o 9 ’ tion 467 rent, the section 467 interest, and the sec-
balance as a liability that is either asples illustrate the application of this paragon 467 10an balance would be the following

sumed in connection with the transfer ofraph (e). In each of these examples thgnounts:

Calendar Section 467 Section 467 Section 467
Year Payment Interest Rent Loan Balance
2000 $ 0 $ 0 $592,905.87 $ 592,905.87
2001 0 65,219.65 592,905.87 1,251,031.39
2002 0 137,613.45 592,905.87 1,981,550.71
2003 1,750,000.00 217,970.58 592,905.87 1,042,427.16
2004 1,750,000.00 114,666.97 592,905.87 0

(i) On December 31, 2002, Q sells the propertprovisions of section 467(c) and paragraph (a) athanged, or $2,956,550.71 (the sum of the balance
subject to the section 467 rental agreement to P, &mis section because the rental agreement was di-the section 467 loan, $1,981,550.71, and the ad-
unrelated person, for $3,000,000. Q does not retagualified under §1.467-3(b)(1) and, thus, the rejusted basis of the property, $975,000). Q does not
the right to receive any amounts payable by R undguirement of paragraph (a)(2) of this section is ndiake into account any of the section 467 rent or sec-
the rental agreement after the date of sale, but timeet. Q recognizes no gain on the disposition of thigon 467 interest attributable to periods after the
agreement is not otherwise modified. At the time o$ection 467 loan because Q’s basis in the loan equaltansfer of the property.
the sale, Q’s adjusted basis in the property ithe amount considered received for the loan. Fur- (iii) Pis treated as if it had acquired the property
$975,000. Assume that, under 81.467-1(f)(7), thther, Q does not take into account any of the sectiand the positive balance in the transferee’s section
disposition is not a substantial modification. Fur467 rent or section 467 interest attributable to per467 loan in the transaction. Pursuant to section
ther, the Commissioner does not determine that ttwals after the transfer of the property. 362(a), P’s basis in each asset is the same as the
treatment of the agreement as a disqualified long- (v) P is treated as if it had acquired the propertpasis of Q immediately preceding the transfer. Thus,
term agreement should be changed and, undand the positive balance in the transferee’s sectidhe basis of P in the property subject to the rental
81.467-1(f)(4)(iii), the agreement remains subject td67 loan. P’s cost basis in the property isagreementis $975,000, and the basis of P in the sec-
constant rental accrual. Thus, under paragraphl,018,449.29, and its cost basis in the section 4@ibn 467 loan immediately following the transfer is
(9)(2)(iii) of this section, section 467 rent and sectoan immediately following the transfer is $1,981,550.71. P takes section 467 rent and section
tion 467 interest for periods after the disposition will$1,981,550.71. P takes section 467 rent and sectid67 interest into account for the calendar years 2003
be taken into account on the basis of constant ren#$7 interest into account for the calendar years 20Ghd 2004 under the constant rental accrual method
accrual applied to the terms of the entire agreemeand 2003 under the constant rental accrual methaahd, accordingly, treats payments received under the
(as modified). and, accordingly, treats payments received under thental agreement as recoveries of the principal bal-

(iiiy Under paragraph (e)(2)(ii) of this section, therental agreement as recoveries of the principal badnce of the section 467 loan (as adjusted from time
beginning balance of P’s section 467 loan isnce of the section 467 loan (as adjusted from tinte time).
$1,981,550.71. P’s section 467 loan balance is corte time).
puted by reducing the balance of the section 467 loan Example 2(i) The facts are the sameEsample (f) Treatment of assignments by lessee
immediately before the transfer ($1,981,550.71) by, except that on December 31, 2002, Q transfers tghd |essee-financed renewall) Sub-
the beginning balance of the transft_eror’s sgctlon 4AG3roperty to P in exchange for stock of P having a f_aétitute lessee uself a lessee assigns its
loan ($0 because Q does not retain the right to reaarket value of $3,000,000 and the transaction . .
ceive any amounts payable under the rental agreseets the requirements of section 351(a). Interest In_ a section 467 _rental figreement
ment subsequent to the transfer). (i) Q is treated as having transferred two assef® @ substitute lessee, or if a period when a

(iv) Q will be treated as if it had receivedto P, the property subject to the rental agreement asdibstitute lessee has the use of property
$1,981,550.71 from the disposition of the sectiothe positive balance of the section 467 loan. Undgubject to a section 467 rental agreement
457 loan s S1.018449.20 o e Sae o theecton 390 because nly stock o P = 28, oiherwise included in the lease erm
gain on the sale of the property is $43,449.28n the transaction. Pursuant to section 358(a), tljrénder §1'46_7_1_(h)(6)’ the section 467
($1,018,449.29 amount realized less $975,000 athasis of Q in the P stock received in the exchange [§Nt for a period is taken into account by
justed basis). Q’s gain is not subject to the recaptutbe same as the aggregate basis of the property ke person having the use of the property
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during the period. The following ruleslessee, would give rise to a right of contriamount owed to the substitute lessee
apply in determining the section 467 renbution or other similar claim against theunder the section 467 loan, over any con-
and section 467 interest for the portion a$ubstitute lessee or any other person. Tlh@&leration paid by the substitute lessee to
the rental period ending immediatelylessee must continue to take into accoutite lessee in conjunction with the transfer
prior to the assignment: interest on the lessee’s section 467 loagf the use of the property, is treated as an
(i) The section 467 rent and sectiorbalance after the substitute lessee first hagnount incurred by the lessee for the tax-
467 interest for the portion of the rentalise of the property. able year in which the substitute lessee
period ending immediately prior to the (ii) The beginning balance of the subfirst has use of the property.
assignment are a pro rata portion of thstitute lessee’s section 467 loan is equal (C) To the extent the beginning bal-
section 467 rent and the section 467 irto the principal balance of the lessee’snce of the amount owed to the substitute
terest, respectively, for the rental periodsection 467 loan immediately before th@assee under the section 467 loan exceeds
Such amounts are also taken into accoustibstitute lessee first has use of the progny consideration paid by the substitute
in determining the lessee’s section 46@rty reduced (below zero, if appropriatejessee to the lessee in conjunction with
loan balance, prior to any adjustmenby the beginning balance of the lesseee transfer of the use of the property, re-
thereof that may be required under paraection 467 loan. Amounts payable b¥)ayments of the beginning balance are
graph (h) of th_is section, im_mediately bethe Igssee to any person other than thgms of gross income of the substitute
fore the substitute lessee first has use etibstitute lessee (or a related person) fssee in the taxable year in which repay-
the__property. o payable to the I_essee by any person othg{ent occurs (determined by applying any
(ii) If the lessee is Ilgble for the rgnt forthan the substitute Iegsee (or a r?Iater@payment first to the beginning balance
the day that the substitute Iegsee first ha!imrgon) are not 'Faken into accounft in adst the substitute lessee’s section 467
use of the property, the substlltut.e lessegssting the substitute lessee’s section 4%an).
use shall be treated as beginning at tHea_r?_ balance. o (D) Any amount incurred by the lessee
enq__of that day. _ o (|||)_ If the begmmng balance of_ theunder paragraph (f)(2)(iv)(B) of this sec-
(i) If the substitute lessee is Ilable' forggbstltute Iessgeg section 467 Ipan IS PO8 4 with respect to a transfer of the use of
the rent. for the day that the substitutéive, the beginning balance is treate roperty (the current transfer) shall be re-
Iesseg first has }Jse of the property, thas— . duced (but not below zero) to the extent
substitute lessee’s use shall be treated agA) Gross receipts of the lessee for thﬁmt the lessee, in its capacity, if any, as a
beginning at the beginning of that day. taxable year in which the substitute Iesseseubstitute Iessée with respect’to an éarlier
(2) Treatment of section 467 loarf, first has use of the property; and transfer of the use of the property would
as described in paragraph (f)(1) of this (B) Aliability that is either assumed inhave recognized additional gross income
section, a lessee assigns its interest incannection with the transfer of the lease- . .
section 467 rental agreement to a substrold interest to the substitute lessee or e de.r paragraph (1)(2)(iv)(C) of this sec-
tute lessee or a period when a substitutaired by property acquired subject to thgOn if the current transfer had not oc-
lessee has the use of property subject tdiability. curred.
section 467 rental agreement is otherwise (iv) If the beginning balance of the (v) For purposes of paragraph (f)(2)-
included in the lease term under §1.467substitute lessee’s section 467 loan is negy)(c) of this _sect|on, repay_ments oceur
1(h)(6), the following rules apply in de-ative, the following rules apply: s the negative balance is amortized
termining the amount of the lessee’s and (A) If the principal balance of thet_hrm_Jgh the net accrual of rent and nega-
the substitute lessee’s section 467 loansssee’s section 467 loan immediately belVe INterest. _
for the period when the substitute lessefere the substitute lessee first has use of (3) Lessor use.If a period when the
has use of the property and in computinthe property was negative, any consider€SSOr has the use of property subject to a
the taxable income of the lessee and sutien paid by the substitute lessee to thgection 467 rental agreement is included
stitute lessee: lessee in conjunction with the transfer of the lease term under §1.467—(h)(6), the
(i) The beginning balance of thethe use of the property shall be treated £§ction 467 rent for the period is not taken
lessee’s section 467 loan is equal to thenontaxable return of capital to the lessdBto account and the lessor is treated as a
net present value, as of the time the sule the extent that— substitute lessee for purposes of this para-
stitute lessee first has use of the property (1) The consideration does not exceeéiraph (f).
(but after giving effect to the transfer ofthe amount owed to the lessee under the(4) Examples. The following exam-
the right to use the property), of alllessee’s section 467 loan balance immedples illustrate the application of this para-
amounts subsequently payable by thately before the substitute lessee first hagaph (f). In each of these examples, the
lessee as fixed rent and interest on fixedse of the property; and substitute lessee is liable for the rent for
rent and all amounts subsequently (2) The lessee has basis in the princip&ne day on which the substitute lessee first
payable as interest on prepaid fixed reritalance of the lessee’s section 467 lodras use of the property subject to the sec-
to the lessee. For purposes of this paranmediately before the substitute lesse@on 467 rental agreement. Further, as-
graph (f), any amount otherwise payablérst has use of the property. sume that in each example the lessee as-
by the lessee is not treated as an amount(B) Except as provided in paragraplsignment is not a substantial modification
subsequently payable by the lessee to tli®(2)(iv)(D) of this section, the excess, ifunder §1.467-1(f). The examples are as
extent that such payment, if made by thany, of the beginning balance of thdollows:
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Example 1.(i) The facts are the same asEr-  graph (f)(2)(ii) of this section, S’s section 467 loan(B) of this section, S will treat that amount as a lia-
ample lof paragraph (e)(4) of this section, excepbalance as of the beginning of January 1, 2002, Blity assumed in acquiring the leasehold interest.
that on December 31, 2001, R, the lessee, contra®$14,759.98 (the principal balance of R’s sectioffhus, S’s cost basis in the leasehold interest is
to assign its entire remaining interest in the leaset67 loan immediately before S has use of the proj$114,759.98.
hold to S, a calendar year taxpayer. The assignmeaty ($1,251,031.39), less R’s section 467 loan bal- (iv) Under paragraph (f)(1) of this section, S
becomes effective at the beginning of January Bnce at the beginning of January 1, 2002akes the section 467 rent attributable to the property
2002. Pursuant to the terms of the assignment, (81,136,271.41)). into account for the period beginning on January 1,
agrees with S that R will make $1,400,000 of the (iii) Because S’'s $114,759.98 section 467 loa2002. For 2002, S takes section 467 interest into ac-
$1,750,000 rental payment required on Decembdralance is positive, under paragraph (f)(2)(iii)(A) ofcount based on S’s section 467 loan balance at the
31, 20083. this section, such amount is treated as gross receipisginning of 2002. S’'s amounts payable, section

(ii) Under paragraph (f)(2)(i) of this section, R'sof R for 2002, R’s taxable year in which S first has67 rent, section 467 interest, and end-of-year sec-
section 467 loan balance as of the beginning of Janse of the property. R will treat the $114,759.98 ason 467 loan balances for calendar years 2002
uary 1, 2002, the time S first has use of the propertgn amount received in exchange for the transfer dfirough 2004 are as follows:
is $1,136,271.41 ($1,400,000/(1.11)2). Under pardhe leasehold interest. Under paragraph (f)(2)(iii)-

Calendar Section 467 Section 467 Section 467
Year Payment Interest Rent Loan Balance
Beginning $ 114,759.98

2002 $ 0 $ 12,623.60 $592,905.87 720,289.45
2003 350,000.00 79,231.83 592,905.87 1,042,427.15
2004 1,750,000.00 114,666.98 592,905.87 0

(v) Under paragraph (f)(2)(i) of this section, Ruse of the property. R’s section 467 loan balance bgear section 467 loan balances for calendar years
must continue to take into account section 467 integinning when S first has use of the property i2002 through 2003 are as follows:
est on R’s section 467 loan balance after S first h&l,136,271.41. R’s section 467 interest and end-of-

Calendar Section 467 Section 467

Year Payment Interest Loan Balance

Beginning $1,136,271.41

2002 $ 0 $ 124,989.85 1,261,261.26

2003 1,400,000.00 138,738.74 0

Example 2.(i) On January 1, 2000, B leases tanCalendar 2001 ($700,000) exceeds the cumulative amount of

gible personal property from C for a period of fiveYear Rent Payments rent allocated to calendar years 2000 through 2002
years. The rental agreement provides that the rentz')é00 $200,000 $400,000 ($600,000). Because the rental agreement does not
period is the calendar year and that rent payments 200:000 300,'000 provide for adequate interest on prepaid fixed rent,
are due at the end of the calendar year. The ren 200,000 200,000 the rent for each calendar year during the lease term
agreement does not provide for interest on prepal 200,000 100,000 is the proportional rental amount, as described in
rent. Assume that B and C are both calendar ye 200,000 0 §1.467-2(c). The amounts payable, section 467 rent,

taxpayers and that 110 percent of the applicable Fed- section 467 interest, and end-of-year section 467
eral rate is 10 percent, compounded annually. The (ii) The rental agreement has prepaid rent withitoan balances for each calendar year are as follows:
rental agreement allocates rents and provides ftite meaning of §1.467-1(c)(3)(ii) because the cumu-
payments of rent as follows: lative amount of rent payable through the end of

Calendar Section 467 Section 467 Section 467

Year Payment Interest Rent Loan Balance

2000 $ 400,000 $ 0 $218,987.40 ($181,012.60)
2001 300,000 (18,101.26) 218,987.40 (280,126.46)
2002 200,000 (28,012.64) 218,987.40 (289,151.70)
2003 100,000 (28,915.17) 218,987.40 (1199,079.47)
2004 0 (19,907.93) 218,987.40 0

(i) On December 31, 2001, B contracts to assection 467 loan balance as of the beginning of Jaast B has taken into account through the end of
sign its entire remaining interest in the leasehold toary 1, 2002, is negative $280,126.46 (the princip&001. Thus, B’s basis in the negative section 467
D, a calendar year taxpayer. The assignment bbalance of B’s section 467 loan immediately beforéoan balance at the end of 2001 is $280,126.46. Be-
comes effective at the beginning of January 1, 2002 has use of the property (negative $280,126.463ause the $278,000 paid by D to B in conjunction
D pays B $278,000 on January 1, 2002, in conjundess B’s section 467 loan balance when D first hawith the transfer of the leasehold interest does not
tion with the assignment of the leasehold interestise of the property (zero)). Because D’s beginningxceed the amount owed to B under the section 467
Under the terms of the assignment, B is not obligsection 467 loan balance is negative, paragragban at the end of 2001, and does not exceed B’s
ated to make any rental payments due after the g$}2)(iv) of this section applies. basis in that loan balance, under paragraph
signment. (v) Because B’s $280,126.46 section 467 loaff)(2)(iv)(A) of this section B treats the $278,000

(iv) Under paragraph (f)(2)(i) of this section, B'sbalance at the end of 2001 (that is, immediately bgrayment from D as a nontaxable return of capital.
section 467 loan balance as of the beginning of Jafere D has use of the property) is negative, para- (vi) The beginning balance of the amount owed
uary 1, 2002, the time D first has use of the propertgraph (f)(2)(iv)(A) of this section applies. B’s loanto D under the section 467 loan ($280,126.46) ex-
is zero because D is obligated to make all rent papalance is the amount owed to B under the sectiaeeds by $2,126.46 the $278,000 paid by D to B in
ments due after the assignment of the leasehold iA67 loan and consists of the excess of B's paymentsnjunction with the transfer of the leasehold inter-
terest. Under paragraph (f)(2)(ii) of this section, D’d0 C over the net amount of rent and negative inteest. Paragraph (f)(2)(iv)(B) of this section treats the
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$2,126.46 as an amount incurred by B in 2002, Bments before the beginning of the leastite lessee or a substitute lessee having

taxable year in which D first has use of the propertyarm of the post-modification agreementise of the property during a period other-

Paragraph ()(2)(iv)(D) of this section does not, .o ¢ mgdification items, the lessowise included in the lease term—

apply to reduce the amount incurred by B because% p . ’ ; . ] .

is the original lessee under the section 467 rent@Nd lessee must take into account, in the (1) Adjustments required under this

agreement. taxable year in which the modification ocparagraph (g) are taken into account be-
(vii) Under paragraph (f)(1) of this section, Dcurs, any adjustment necessary to prevefare applying paragraph (f) of this sec-

take; the section 467 rent into account for the pe”"d‘uplication with respect to such paymenttion; and

beginning when D first has use of the property. D th L fint tth f 2 p h (F) of thi ti l

takes section 467 interest into account based onoﬁ( € omission ot in e_resl ereon for pe- (2) aragrgp (f) of this section app 1es

beginning section 467 loan balance of negativéiods before the beginning of the leasseparately with respect to pre-modifica-

$280,126.46. term. tion items and post-modification items.
(viii) The beginning balance of the amount owed (B) Adjustment relating to retroactive (2) Other modificationsThe following

to D under the section 467 loan ($280,126.46) &30 qinning of lease termif the lease term rules apply to a modification (other than a

ceeds by $2,126.46 the $278,000 paid by D to B in e . . : L .
Y par of a post-modification agreement beginsubstantial modification) of a rental

conjunction with the transfer of the leasehold inter=
est. Under paragraph (f)(2)(iv)(C) of this section, Dd€fore the date on which the modificatioragreement occurring after May 18, 1999:
must include this amount in gross income in 20020ccurs, the lessor and lessee must take(i) Computation of section 467 loan for
the year in which this amount of D's beginning secinto account in the taxable year in whichmodified agreementThe amount of the
tion 467 loan balance is paid through the net accrugl, o gification occurs any amount necsection 467 loan relating to the agreement
of rent and negative interest. This inclusion in gross o . .
income ensures that the reductions in D's taxable if2SSary to prevent the duplication or omisis computed as of the effective date of the
come attributable to the section 467 rental agression of rent or interest for the period aftemodification. The section 467 rent and
ment will not exceed the actual amount of D's exthe beginning of the lease term of theection 467 interest for periods before the
penditures. post-modification agreement and beforeffective date of the modification are de-
the beginning of the taxable year in whichermined, solely for purposes of comput-
ing a rental agreement modification(1) the modification occurs. For this purpo_seing the amount of the sect_ion 467 loan,
Substantial modificationsThe following the amoun.t necessary to prevent duplicamder the_ terms of the entire agreement
rules apply to any substantial modifica-.t'onlor omission is det(_ermmed after t.ak(as“modlfled). . .
tion of a rental agreement occurring afteln9 into account any adjustments required (ii) Change in balance of sectl_on 467
May 18, 1999, unless the entire agreéJ-y t.he Cqmm|55|oner for.taxable yeargoan. (A) Ifthe balance of the section 46?
ment (as modified) is treated as a singl%nd'”g prior to the begmnmg.of t_he taxdoan .determlne_d under paragraph (g)(2)(i)
agreement under §1.467—1(f)(4)(vi): able year in Wh_lc_h the mod_lflcatlon oc-of this sect_lon is greater _than the balance
(i) Treatment of pre-modification CUrs: In determining any adjustments resf the section 467 loan immediately be-
items. The lessor and lessee must takguired by the Commissioner for taxabldore the effective date of the modification,
pre-modification items (within the mean-years ending prior to the beginning of thé¢he difference is taken into account, in the
ing of §1.467-1(f)(5)(v)) into accounttaxable year in which the modification octaxable year in which the modification oc-

under their method of accounting used b&urs, the Commissioner will disregard theurs, as additional rent.

(g) Application of section 467 follow-

fore the modification to report incomemodification. (B) If the balance of the section 467 loan
and expense attributable to the rental (iv) Coordination with rules relating to determined under paragraph (g)(2)(i) of
agreement. dispositions and assignment$¢A) Dis- this section is less than the balance of the

(i) Computations with respect to postositions. If the modification involves a section 467 loan immediately before the
modification items. In computing sectionsale, exchange, or other disposition of theffective date of the modification, the dif-
467 rent, section 467 interest, and theroperty subject to the rental agreement-ference is taken into account, in the taxable
amount of the section 467 loan with re- (1) Adjustments required under thisyear in which the modification occurs, as a
spect to post-modification items— paragraph (g) are taken into account beeduction of the rent previously taken into

(A) Post-modification items are treatedore applying paragraphs (a), (b), (c), andccount by the lessor and lessee.
as provided under a rental agreement (tie) of this section; (C) For purposes of this paragraph
post-modification agreement) separate (2) The prior understated inclusion for(g)(2)(ii), a negative balance is less than a
from the agreement under which prepurposes of paragraph (b) of this sectiopositive balance, a zero balance, or any
modification items are provided; is the sum of the prior understated incluether negative balance that is closer to a

(B) The lease term of the post-modifi-sion with respect to pre-modificationzero balance.
cation agreement begins at the beginniritems and the prior understated inclusion (i) Section 467 rent and interest after
of the first period for which rent otherwith respect to post-modification items;the modification. The section 467 rent
than pre-modification rent is provided;and and section 467 interest for periods after
and (3) Paragraph (e) of this section apthe effective date of the modification are

(C) The applicable Federal rate for thelies separately with respect to pre-modidetermined under the terms of the entire
post-modification agreement is the apfication items and post-modificationagreement (as modified).
plicable Federal rate in effect on the dajtems. (iv) Applicable Federal rate.The ap-
on which the modification occurs. (B) Assignments.If the modification plicable Federal rate for the agreement

(i) Adjustments-(A) Adjustment re- involves an assignment of the lessee’s irdoes not change as a result of the modifi-
lating to certain prepaymentdf any pay- terest in the rental agreement to a substiation.
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(v) Modification effective within a §1.467-1(f)(4)(vi), the Commissionerods prior to the modification) constitutes pre-modi-
rental period. If the effective date of a may require adjustments to taxable infication rent, and the $100,000 rent payments made
modification does not coincide with thecome to reflect the effect of the modificar, gnzstcu’i?bfgilo dlig(?:t’ioan”d a?/i::::t]:er Aﬁkoigio’
beginning or end of a rental period undetion, including adjustments that are Simizgendar yeF;r 2000 is also pr?or to the modification,
the agreement in effect before the modifitar to those required under paragraptme rent allocated to calendar year 2000 is not pre-
cation, the section 467 rent and section 464)(2) of this section. modification rent and the related payment is not a
interest for the portion of the rental period (4) Effective date of modificationThe pre-modification payment because the modification

et . . . _ o hanged the time at which that rent i ble. S
ending immediately prior to the effectiveeffective date of a modification of a rentagf:gf_l(f)?s)x;/g whieh that rent 1 payable. See

qate of the modification are a pro rata poragreement occurs at the earliest of— (iv) Under paragraph (g)(1)(i) of this section, F
tion of the section 467 rent and the section (i) The date on which the modificationand G take pre-modification rent and pre-modifica-
467 interest, respectively, for the rental peaccurs; tion payments into account under the method of ac-

riod. Such amounts are also taken into ac- (“) The beginning of the first period for counting they used to report income and deductions

count in determining the section 467 loanyhi . attributable to the pre-modification agreement.
g fwhich the amount of rent or interest pro (v) Under §1.467-1(f)(1(i), the post-modifica-

balance, prior to any adjustment thereafided under the entire agreement (as mogsn, agreement providing rent for the period begin-

that may be required under paragraph (ied) differs from the amount of rent orning on January 1, 2000, and ending on December
of this section, immediately before the efinterest provided under the agreement iBiL, 2004, is treated as a new rental agreement. This
fective date of the modification. Similareffect before the modification: rental agreement allocates $100,000 of rent to each

ules apply wih respect o the secton 467 (i) The due date of the first paymentet [ S0 Y2us 2000 ot0r 200 o4 i
rent and section 467 interest dEtermmegnder either the entire agreement (a(%mber 31, 2004. Because the post—riﬁodification

under the terms of the entire agreement (asodified) or the agreement in effect beagreement provides for deferred rent under §1.467-
modified) for purposes of computing thefore the modification, that is not identical,1(c)(3)(i), section 467 applies. Further, the post-
amount of the section 467 loan under pargy que date and amount, under both sudppdification agreement does not provide for ade-
graph (g)(2)(i) of this section and the secagreements; quate interest on fixed rent, and therefore F and G

tion 467 rent and section 467 interest for a_r: . e [nust account for fixed rent and interest on fixed rent
(iv) The date, in the case of a modificaysj,g proportional rental accrual. Under paragraph

part_lal rental period b?glﬂl’l_ll’]g on the eftion involving the substitution of a new qg)(1)(iii) of this section, for their taxable years

fective date of the modification. lessor, on which the property subject tehich include January 1, 2001, F and G must adjust
(vi) Other adjustmentsThe lessor and e rental agreement is transferred; or ~ reported rent for the difference between the rent

lessee must take into account, in the tax- (V) The date, in the case of a modificataken into account for the calendar year 2000 under

able year in which a retroactive modificas; . . o the unmodified agreement and the proportional
tion involving the substitution of a NEW\ental amount for that year under the post-modifica-

tion occurs, any amount necessary 10 Prgsssee, on which the substitute lessee firgsn agreement.

vent the duplication or omission of rent O, 5 e of the property subject to the Example 2. (i) On January 1, 2000, X, lessee,
m'tereSt for the period pEfor? the beginzq o agreement. and Y, lessor, enter into a rental agreement for a 6-
ning of the taxable year in which the mod- (5) Examples. The following exam- Ye&' lease of tangible personal property beginning

ificati : - . J 1, 2000, and ending D ber 31, 2005.
'f'CaF!O” occurs. i _ples illustrate the application of this para—anuary and ending becember
(vii) Coordination with rules relating

The agreement provides that the calendar year is the
to dispositions and assignment$. the

graph (g): rental period and all rent payments are due on July
e . . . 15 of all years in which a payment is required. As-
m0d|f|0§t|0n |.n_V0|VeS a sale, eXChangFj" Orcgﬁzrqnﬁle‘ihlag)lgé:ezazh rtzt?oog I;essec;rr, Izr;ifc’)fat%hjme the agreement is not a disqualified leaseback
other disposition of the property subjec® a9 Y or long-term agreement within the meaning of

to the rental agreement, an assignment g)‘f"e personal property for the period beginning 0%1.467—3@), and has the following allocation sched-
e and payment schedule:

he | . in th | anuary 1, 1998, and ending on December 31, 20
the lessee’s 'm?reSt In the renta ag'jeerhe rental agreement allocates $100,000 of rent t
ment to a substitute lessee or a substitudgch calendar year during the lease term, such repdar Allocation Payment

lessee having use of the property duringta be paid December 31 following the close of the
period otherwise included in the |ease@alendar year to which it is allocated. Because t 882 $ 388’888 $ 00

term, adjustments required under thiée”t"’“ agreement does not provide for increasin
J d rent, or deferred rent within the meaning of sectio 002 1,000,000 1,500,000

paragraph' (g) are taken into account b%7(d)(1)(A), section 467 does not apply to the203 1,000,000 1,500,000
fore applying paragraphs (a), (b), (¢), (E}ental agreement. 2004 1,100,000 1,500,000
1,200,000 1,500,000

and (f) of this section. (i) Prior to January 1, 2001, G timely makes the’00°
(viii) Exception for agreements en-$100,000 rental payments required as of December (ji) The rental agreement has deferred rent within
tered into prior to effective date of sectiorsl: 1999, and December 31, 2000. On January the meaning of §1.467-1(c)(3)(i) because the rent
467. This paragraph (g)(2) does not apphZOOl, F and G modify the rental agreement paymealocated to 2000 is not payable until 2002 and some
to a modification of a rental agreemen chedule to provide for a single final payment obf the rent allocable to 2001 is not payable until
. . . £500,000 on December 31, 2004. Assume that tie®03. Further, the rental agreement does not pro-
that is not subject to section 467 becaus@ange is a substantial modification within thevide adequate interest on fixed rent within the mean-
of the effective date provisions of sectiomeaning of §1.467-1(f)(5)(ii). Because the modifiing of §1.467-2(b). Therefore, the rent amount to be
92(c) of the Tax Reform Act of 1984 cation occurs after May 18, 1999, the post-modificaaccrued by X and Y for each rental period is the pro-

(Public Law 98-369 (98 Stat. 612)). 1 20emert s esto, uncer £ 467 A0, Sshrional rentel amount, 2 descred i S1467
. . c). Assuming percent of the applicable Fed-
(3) AdJUStment by Commissionetf _itis a section 467 rental agreement. eral rate is 10 percent compounded annually, the

the entire agreement (as modified) is i under §1.467-1(f)(5)(v), the $200,000 of section 467 rent, interest, and loan balances are as
treated as a single agreement undednt allocated to calendar years 1998 and 1999 (pefollows:
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Year Rent Interest Loan Balance

2000 $ 736,949.55 $ 0 $ 736,949.55
2001 829,068.24 73,694.96 1,639,712.75
2002 921,186.94 163,971.28 1,224,870.97
2003 921,186.94 122,487.10 768,545.01
2004 1,013,305.63 76,854.50 358,705.14
2005 1,105,424.33 35,870.53 0

(iii)(A) On January 1, 2004, X and Y agree thatof the effective date of the modification is taken intqnew lessor may constitute a substantial
the $1,500,000 payment scheduled for July 15ccount. In this example, the loan balance immedinodification of the rental agreement.
2005, will be made in three equal installments omtely before the effective date of the modification ig ; ; ; ; :

June 15, 2005, July 15, 2005, and August 15, 200$768,545.01 and the recomputed loan balance as%}kerse, §1.'467_1(J)(2)’ which provides

Under 81.467-1(j)(2)(i)(C) (relating to timing con-the effective date of the modification isrules regardl_ng wh_en amoun_ts a_re treated
ventions), the payment to be made on June 15, 200§796,689.42. Thus, because the recomputed lo&? payable, is designed to simplify calcu-
is treated as if it were payable on December 3halance exceeds the original loan balance, the diffdi@tions of present values, section 467 loan
2004, for purposes of determining present valuesnce ($28,144.41) is taken into account, in the tadalances, and proportional and constant
and yield of the section 467 loan. Assume that thigble year in which the modification occurs, as addirental amounts. These simplifying con-

change, which results in the following allocationtional rent. Beginning on January 1, 2004, sectioventions assume that there will be no
schedule and payment schedule, is not a substanti@7 rent and interest are taken into account by X an

modification within the meaning of §1.467—Y in accordance with the recomputed rent schedulg 21 9¢ !N the lessor or lessee under a sec-

1(H(E)(i): set forth in paragraph (iv) of this example. tion 467 rental agreement and that the

_ terms of the section 467 rental agreement
Year Allocation Payment  (h) Omissions or duplicatiors(1) In  will not be modified. Therefore, as illus-
2000 $800,000 $ 0 general. In applying the rules of this sec-trated in the example in paragraph (h)(2)
2001 900,000 0 tion in conjunction with the rules of of this section, when actual events do not
2002 1,000,000 1,500,000

881.467-1 through 1.467-5, adjustment®flect these assumptions, it may be nec-
2003 1,000,000 1,500,000 >
2004 1,100,000 2,000,000 Must be made tp the extent necessary éssary to alter the appllcatlon of these
2005 1,200,000 1,000,000 prevent the omission or duplication ofrules to properly reflect taxable income.

(B) The agreement remains subject to proporitems of income, deduction, gain, or loss. (2) Example. The following example
tional rental accrual after the modification because Eor example, if a transferee lessor adlustrates an application of this paragraph

has deferred rent and does not provide adequate AUIr€S property subject to a section 46?”)
terest on fixed rent within the meaning of §1.467rental agreement at other than the begin- , .
Example. (i) J leases tangible personal property

2(b). h dificat “ ning or end of a rentall p_eriod, a_nd th@om K for five years beginning on January 1, 2000,
(iv) Because the modification occurs after May ansferee lessor’s beginning section 46ahd ending on December 31, 2004. Under the rental

18, 1999, and is not substantial within the meaning - "\ 1 0 o iffers from the transferopgreement, rent is payable on July 15 of the calendar
of §1.467-1(f)(5)(i), paragraph (g)(2) of this Sec-lessor’s section 467 loan balance immedyear to which it is allocated. Both J and K treat the
tion applies. Under paragraph (g)(2)(i) of this sec® calendar year as the rental period. The allocation of

tion, the amount of the section 467 loan relating t@tely prior to the transfer, it will be neces;_ -~ 4 payments of rent required under the rental

the modified agreement is computed as of the effegary to treat the rental period that inClUdeéfgreement are as follows:

tive date of the modification, and, solely for pur-the day of transfer as Consisting of two

poses of recomputing the amount of the section 46r7ental periods, one beginning at the begir%—alendar
’ ear

loan, the section 467 rent and section 467 interest for, j . Rent Payments
periods before the modification are determined"Ngd of the rental period that includes th%ooo $200,000 $450,000
under the terms of the entire agreement (as modilay of transfer and ending with or imme-2001 200:000 250,’000
fied). In addition, the applicable Federal rate doediately prior to the transfer and one beginpgo2 200,000 200,000
not change as a result of the modification. Thus, thging with or immediately after the trans-2003 200,000 100,000
recomputed section 467 rent, interest, and loan ba]dér and ending immediately prior to the2004 200,000 0
ances are as follows: L . .

beginning of the succeeding rental period. (iiy The rental agreement does not provide for in-
Year Rent Interest  Loan Balance Because the substitution of two rental peerest on prepaid rent. The rental agreement has pre-
2000 $ 742,242.59  $ 0 $ 742242.59i0ds for one rental period may change theaid rent under §1.467-1(c)(3)(ii) because the rent

2001  835,022.91 74,224.26  1,651,489.7 . ayable at the end of 2000 exceeds the cumulative
Gproportlonal rental amount or ConStangmount of rent allocated to 2000 and 2001. There-

gggg gg;ggggj igiiﬁgg 1’$gg’gg;:2§ental amount, the change in r?r_]tal_perbre,J and K must take section 467 rent into account

2005 1,113,363.88 (10,305.80) 0 the rental agreement that occurs immed#(c). Assume that 110 percent of the applicable Fed-

. . ) ately prior to the transfer. The change ifira! rate is 10 percent, compounded annually. The
(v) Under paragraph (g)(2)(ii) of this section, the ental periods by itself, is not treated as %lecnon 467 rent, section 467 interest, amounts

difference between the section 467 loan balance in’; . o ' payable, and section 467 loan balances for each of
mediately before the effective date of the modificaSUbstantial modification of the .rentalthe calendar years under the terms of the rental
tion and the recomputed section 467 loan balance agreement although the substitution of agreement are as follows:
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Calendar Section 467 Section 467 Section 467

Year Rent Interest Payments Loan Balance
2000 $ 220,077.48 $ 0 $450,000 $ (229,922.52)
2001 220,077.48 (22,992.25) 250,000 (282,837.29)
2002 220,077.48 (28,283.73) 200,000 (291,043.54)
2003 220,077.48 (29,104.35) 100,000 (200,070.41)
2004 220,077.48 (20,007.07) 0 0

(i) On January 1, 2002, J and K amend thehange is not a substantial modification within theore-modification rental agreement. If this had been
terms of the rental agreement to advance the dueeaning of §1.467-1(f)(5)(ii). Because the modifithe case, the section 467 rent, section 467 interest,
date of the $200,000 payment originally due on Julgation occurs after May 18, 1999, and is not substaamounts payable, and section 467 loan balances for
15, 2002, to June 15, 2002. This change in the pagal, paragraph (g)(2) of this section applies. Thusach of the calendar years under the terms of the
ment schedule constitutes a modification of thehe section 467 loan balance at the beginning aéntal agreement would have been as follows:
terms of the rental agreement within the meaning 002 must be recomputed as if the June 15, 2002,
8§1.467-1(f)(5)(i). Assume, however, that thepayment date had been included in the terms of the

Calendar Section 467 Section 467 Section 467

Year Rent Interest Payments Loan Balance
2000 $224,041.38 $ 0 $450,000 $ (225,958.62)
2001 224,041.38 (22,595.86) 450,000 (474,513.10)
2002 224,041.38 (47,451.31) 0 (297,923.03)

2003 224,041.38 (29,792.30) 100,000 (203,673.95)
2004 224,041.38 (20,367.43) 0 0

(iv) Section 1.467-4(b)(3) incorporates the con§1.467—8 Automatic consent to change (3) The section 467 rental agreement
ventions of 81.467-1())(2) in determining whentq constant rental accrual for certain ~ does not include a specific allocation of

amounts are treated as payable for purposes of deter- . i .
mining the section 467 loan balance. Section 1.467?_éntal agreements. fixed rent within the meaning of 81.467—

1()(2)(i)(C) treats amounts payable during the first (3) General rule. For the first taxable 1(c)(2)([I)(A)2); _and

half of any rental period except the first rental perioq,q 5 ending after May 18, 1999, a tax- (4) The section 467 rental agreement
as payable on the last day of the preceding rental pé- ’ ’ as entered into on or before May 18,
riod. Therefore, because June 15, 2002, occurs R@yer may Change to th_e ConStant rentgggg

the first half of 2002, in determining the section 462Ccrual methOdt as described in §1.467-3777

loan balance at the beginning of 2002 under thtor all of its section 467 rental agreementg1 467-9 Effective dates and automatic

amended terms of the rental agreement, thdescribed in paragraph (b) of this section, ;

$200,000 payment due on June 15, 2002, is treatgd change to the constant rental accrug]"etho‘j changes for certain agreements.

as payable on December 31, 2001. : : _ .
(v) Under paragraph (9)(2)(ii)(B) of this section,.methOd IS a change in method of account (a) In general. Sections 1.467-1

if the recomputed section 467 loan balance is led9'Y to which the provisions _Of sectionshrough 1.467—7 are applicable for—

than the section 467 loan balance immediately bét46 and 481 and the regulations _ther(?un' (1) Disqualified leasebacks and long-
fore the modification, the difference is taken into acder apply. A taxpayer changing itsierm agreements entered into after June 3,
count as a reduction of the rent previously taken intmethod of accounting in accordance Wiﬂl996' and

account by the lessor and the lessee. In this exafhis section must follow the automatic (2)’ Rental agreements not described in

ple, the recomputed section 467 loan balance imm . . - . _
diately after the modification is negative%hange in accounting method provisions, aqraph (a)(1) of this section that are

$474,513.10 and the section 467 loan balance ime—f Rl?v' Proc. 98-60 (see §601.601(d)( ntered into after May 18, 1999.
diately before the modification is negativeOf. this chapter) except, for purposes (?f (b) Automatic consent for certain
$282,837.29. However, the section 467 loan bathis paragraph (a), the scope limitations Mntal agreements Section 1.467—8 ap-

ance immediately before the modification does nogection 4.02 of Rev. Proc. 98—60 are notl, | | d ibed
take into account the $200,000 payment originall)é_pp|icab|e. Taxpayers changing theiP les only to rental agreements describe

payable on July 15, 2002, whereas, under the CoR- cthod of accounting in accordance Witflln 81.467-8.
ventions of §1.467-1(j)(2)(i)(C), the recomputed . . : (c) Application of regulation project

i i i dhis section must do so for all of their sec- .
section 467 loan balance immediately after the mod: . IA—292—84 to certain leasebacks and
ification takes into account that $200,000 paymeriOn 467 rental agreements described i t tdn th f
because it is now payable in the first half of thgparagraph (b) of this section. ong-térm agreementsin the case of any
rental period (June 15). Under these circumstances, (h) Agreements to which automaticleasebaCk or long-term agreement (other
if the recomputed section 467 loan balance immedjsynsent applies.A section 467 rental than a disqualified leaseback or long-term

tely after th dification is treated ti . ; S i
ately after the modification is treated as negative greement is described in this paragra[ﬁgreeme”t) entered into after June 3,

$474,513.10 for purposes of applying paragrapf’i‘l .
(9)(2)(ii)(B) of this section, K's gross income and J’s(b) if— 1996, and on or before May 18, 1999, a

deductions attributable to the section 467 rental (1) The property subject to the sectiof@xpayer may choose to apply the provi-
agreement will be understated by $200,000. Theré67 rental agreement is financed with afions of regulation project I1A-292-84
fore, under paragraph (h)(1) of this section, only forexempt facility bond” within the mean- (19962 C.B. 462)(see §601.601(d)(2) of
Eection, the $200,000 payment due on June 10 OF section 142; this chapten). |
2002, should not be taken into account in determin- (2) 1he facility subject to the section (d) Entered into. For purposes of this
ing the recomputed section 467 loan balance immé&67 rental agreement is described in sesection and §1.467-8, a rental agreement

diately after the modification. tion 142(a)(1), (2), (3), or (12); is entered into on its agreement date
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(within the meaning of §81.467-1(h)(1)of Rev.Proc. 98—60 are not applicable. Aetail inventory and last-in, first-out in-

and, if applicable, §1.467-1(f)(1)(i)). method change in accordance with parasentory methods for valuing inventories
(e) Change in method of accountirg graph (e)(1) of this section is made on #or tax years ended on, or with reference

(1) In general. For the first taxable year cut-off basis so no adjustment under set¢e, April 30, 1999.

ending after May 18, 1999, a taxpayer iion 481(a) is required.

granted consent of the Commissioner to Rev. Rul. 99-26

change its method of accounting for rental Robert E. Wenzel, following Department Store Inven-

agreements described in paragraph (a)(2) Deputy Commissioner of tory Price Indexes for April 1999 were is-

of this section to comply with the provi- Internal Revenue. o4 by the Bureau of Labor Statistics.

sions of §81.467-1 through 1.467-7.  Apnroved May 5, 1999. The indexes are accepted by the Internal
(2) Application of regulation project Revenue Service, under § 1.472-1(k) of
IA—292-84. For the first taxable year Donald C. Lubick, the Income Tax Regulations and Rev.
ending after May 18, 1999, a taxpayer is Assistant Secretary of Proc. 86-46, 1986—2 C.B. 739, for appro-
granted consent of the Commissioner the Treasury. priate application to inventories of depart-
to change its method of accounting for ment stores employing the retail inven-

any rental agreement described in par4filed by the Office of the Federal Register onMay i, . 53¢ |ast-in, first-out inventory
raph (C) of this section to comply Withl7' 1999, 8:45 a.m., and published in the issue of the thods for t ded ith

grap . . . Federal Register for May 18, 1999, 64 F.R. 26845) Methods Tor tax years ended on, or wi

the provisions of regulation project reference to, April 30, 1999.

IA—292-84 (1996-2 C.B. 462)(see The Department Store Inventory Price
8601.601(d)(2) of this chapter). Section 472.—Last-in, First-out Indexes are prepared on a national basis

(3) Automatic change procedures\ and include (a) 23 major groups of depart-

taxpayer changing its method of accoun{_nventorles ments, (b) three special combinations of
ing in accordance with this paragraph (&) crg 1 472-1- Last-in, first-out inventories. the major groups - soft goods, durable
must follow the automatic change in ac- goods, and miscellaneous goods, and (c) a

counting method provisions of Rev. Proc. LIFO; price indexes; department store total, which covers all departments,
98-60 (see §601.601(d)(2) of this chapstores. The April 1999 Bureau of Labor including some not listed separately, ex-
ter) except, for purposes of this paragrap8tatistics price indexes are accepted farept for the following: candy, food,

(e), the scope limitations in section 4.02ise by department stores employing thiguor, tobacco, and contract departments.

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change

Apr. Apr. from Apr.1998
Groups 1998 1999 to Apr. 1999

1. PieCe GOOOS ..o 547.353.1 5 1.1

2. Domestics and Draperies .. ... .o 642.9 633.8 -1.4
3. Women'’s and Children’s Shoes . ........... ... .. 663.6 669.4 0.9
4, MEN'S SNOBS . ...t e 902.594.6 8 -0.9

B, INfantS Wear . .. .. e 628.1617.2 -1.7

6. WOMEN'S UNderWear . . .. ..ottt et 586.1 576.0 7 -1
7. WOMEN'S HOSIEIY . .\t e e e e e e e 305.5 321.9 5.4

8. Women's and GirlS’ ACCESSOMES . . . v v vttt it e e e 550.1 568.9 3.4
9. Women'’s Outerwear and Girls"Wear . .............. i 431.7 415.5 -3.8
10. Men's Clothing ... ..o e e 633.6 29.3 6 -0.7
11. Men's FUMIShINGS . . ..o e e e 609.6 9.2 62 3.2
12. Boys’'Clothing and Furnishings . .......... .. i e 498.8 495.7 -0.6
13, JeWeIrY oo e e 001.8. 1 984.0 -1.8
14, NOtONS .. e e 93.7. 7 778.7 -1.9

15. Toilet Articles and Drugs ... ..o e 936.7 956.1 A 2
16. Furniture and Bedding . .......... . i 675.9 699.4 5 3
17, FIOOr COVEINNGS o ot it e e e e e e e 603.7 2.8 60 -0.1

18, HOUSEBWAIES- . . . ittt e e 821.4802.1 -2.3

19. Major ApplianCes- ... i e 239.4 8 232. -2.8

20. Radioand Television . ... . e 73.0 67.5 5 -7
21. Recreation and EAUCAON. . . ... ..ottt et 105.7 99.4 -6.0
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BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS—Continued
(January 1941 = 100, unless otherwise noted)

Percent Change

Apr. Apr. from Apr.1998
Groups 1998 1999 to Apr. 1999
22. HOME IMProvemems . . . ..ottt et e et e e e e 134.0 128.1 -4.4
23. AULO ACCESSONIBS. . . o\ oottt e e e e e e e 106.8 106.8 0.0
Groups 1 —15: SOft GOOAS . ... oot e 615.3 612.3 -0.5
Groups 16 —20: Durable GOOdS .. ... ..o 464.9 454.4 -2.3
Groups 21 —23: MiSC. GOOBS . . . ..ottt e e e 109.5 104.7 -4.4
Store TOtal .. ...t 560.8 553.5 -1.3

1 Absence of a minus sign before percentage change in this column signifies price increase.
2 ndexes on a January 1986=100 base.
3 The store total index covers all departments, including some not listed separately, except for the following: candypfptabdicco, and contract departments.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Richard C. Farley, Jr. of the Of-
fice of Assistant Chief Counsel (Income
Tax and Accounting). For further infor-
mation regarding this revenue ruling, con-
tact Mr. Farley on (202) 622-4970 (not a
toll-free call).
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Part lll. Administrative, Procedural, and Miscellaneous

26 CFR 1.404(b)-1T: Method of contribution, etc.,other similar financial instrument. Tax-able year ending after July 22, 1998, will
?Aal‘é'g‘%;hrf |efsf§§§§2§ g';gﬂ; ejg:gag’{;eit&'za‘;?ﬁ()b)'payers argue that the securitization constibe treated as making a change initiated by
404(b); 1.83-6, 1_162_10_)' ' " tutes a transfer of property pursuant tthe taxpayer with the consent of the Com-
§ 83 and that this in turn constitutes remissioner. It further provides that the
ceipt by the employees within thé22 change will be made with a § 481(a) ad-
Rev. Proc. 99-26 month period, thereby precluding thgustment that will be taken into account
application of § 404. Accordingly, tax-ratably over a 3-taxable-year period be-
SECTION 1. PURPOSE payers argue that the timing of the deduaginning with the first taxable year ending
This revenue procedure provides altefion for the unpaid benefits secured by thafter July 22, 1998.
native 50-percent settlement options t#etter of credit or other financial instru- .07 The House and Senate committee
settle cases in which taxpayers accelefoent is accelerated to the taxable year theports on § 404(a)(11) state that “no in-
ated deductions for accrued employeBenefits accrue, pursuant to the timingerence is intended that the result in
benefits secured by a letter of creditfules of § 83. Schmidt Bakings present law beyond its
bond, or other similar financial instru- -04 InSchmidt Baking Co. v. Commisimmediate facts or that the use of similar
ment. The purpose of this settlement inisioner,107 T.C. 271 (1996), the Tax Courtarrangements is permitted under present
tiative is to provide options for taxpayersaddressed the application of the timingaw.” H. Rep. No 364, 105th Cong. 1st
and the Service to expeditiously resolvéules of 88 83 and 404 to the securitizatio®ess. 87, 89 (1997); S. Rep. No. 175,
these cases, particularly in light of the reof vacation and severance pay benefitl05th Cong. 2nd Sess.118, 120 (1998).
cent legislative change that specificallyvith an irrevocable standby letter of .08 The Conference committee report
precludes taxpayers from using theseredit. The Tax Court held that the taxen § 404(a)(11) suggests that the Service
types of financial instruments to accelerpayer was entitled to deduct the benefitsonsider “on a case-by-case basis
ate deductions for accrued employee betder 8 83 in the taxable year the benefifsvhether the] continued challenge of
efits in the future. Settlement of thes@ccrued. The Court concluded that a § &Bese arrangements for prior years repre-
cases will relieve both taxpayers and thtsansfer of property constitutes receipsents the best use of litigation resources.”
Service from the burdens associated witlvithin the meaning § 404 and the regulaH. Rep.No. 599, 105th Cong. 2nd Sess.
further development or litigation of thetions thereunder. Based upon the stipul@42, 345 (1998).

cases in the future. tion that the securitization of the benefits .09 In Notice 99-16, 1999-13 I.R.B.
with the irrevocable letter of credit consti-10, the Service provided procedures for
SECTION 2. BACKGROUND tuted a transfer of property under 8§ 83, theaxpayers to change their method of ac-

.01 Section 404(a)(5) and the reguIaTaX Court concluded that the benefitgounting for their first taxable year ending
tions thereunder provide that deferred vaYere received by the employees within thafter July 22, 1998, to comply with
cation pay is deductible in the taxable’z-month period, so that the employer's 404(a)(11). The Service withheld audit
year in which it is paid to the ermmye(:deduction for the benefits was not subjegirotection in connection with the change,
and that other deferred benefits are dé0 8 404. The Service has neither aphereby preserving the right to challenge
ductible in the taxable year in which o€aled nor acquiesced in that decision. these arrangements for prior taxable years.
with which ends the employee’s taxable -05 Congress specifically overturned .10 The Service has continued to exam-
year in which the benefits are includibldhe decision inSchmidt Bakingvith the ine cases involving these securitization
in gross income. (Special rules, not releenactment of section 404(a)(11), whickarrangements and has concluded that, in
vant to these cases, apply to compens@as added to the Code by § 7001 of thgeneral, they lack sufficient nontax busi-
tion provided through a qualified plan orinternal Revenue Service Restructuringess purpose and economic substance to
deferred benefits provided through a weland Reform Act of 1998 (RRA), Pub. L.be respected for tax purposes. Although
fare benefit fund.) No. 105-206, 112 Stat. 685, 827 (July 22he Service agreed to stipulateSnhmidt

.02 Section 1.404(b)-1T, Q&A-2 pro-1998). Section 404(a)(11) provides thathat, for purposes of that litigation, a
vides that compensation and benefits affer purposes of determining under 8§ 404transfer of property” occurred under the
considered deferred to the extent they amhether compensation of an employee isiles of § 83, a review of the facts of other
received by the employees more thah 2deferred compensation and when deferrezhses has led the Service to conclude that
months after the end of the employer'sompensation is paid, no amount isuch a stipulation would not correctly re-
taxable year in which the related serviceseated as received by the employee, dlect the facts of those cases. The Service
are performed. paid, until it is actually received by thereached that conclusion because, although

.03 Certain taxpayers have deducteemployee. Section 404(a)(11) is effectivéhe employees whose benefits were se-
for a taxable year the unpaid portion ofor taxable years ending after July 22¢ured were thereby given certain legal
accrued vacation pay and other benefits998. rights, those rights were of such minimal
that the taxpayers secured during the first .06 The RRA provides that a taxpayesignificance that there was no sufficiently
2% months of the following taxable yearchanging its method of accounting taneaningful change in the parties’ rela-
by purchasing a letter of credit, bond, ocomply with § 404(a)(11) for its first tax- tionships to support the conclusion that

June 14, 1999 38 1999-24 |.R.B.



the arrangements rose to the level of .02 Excess accelerated deductiofhe resulting from the change in method of
transfers of property under § 83. Accordexcess accelerated deduction for a taxabdecounting to comply with 8§ 404(a)(11)
ingly, in the majority of cases, the Servicgear is the accelerated deduction for theould be reduced accordingly.
has proposed to disallow the acceleratedxable year less the amount of the accel- .02 Terms of alternative-timing settle-
deductions attributable to the arrangeerated deductions for prior taxable yearsent.
ments. Compare Revenue Ruling 99-14hat were actually received by employees (1) The settlement will cover the tax-
1999-13 I.LR.B. 3. during the taxable year (if vacation paypayer’s earliest open taxable year after
.11 Disallowance of the accelerated desr during the employees’ taxable yeawhich there is no closed taxable year and
ductions on the basis of those doctrinesnding with or within the taxable year (ifall subsequent taxable years ending on or
will be pursued, wherever appropriatebenefits other than vacation pay). Howbefore July 22, 1998.
This analysis requires the Service to evakver, the excess accelerated deduction for (2) The Service will allow 50 percent
uate the facts and circumstances of eache first taxable year covered by a settledf the excess accelerated deduction for
case with respect to business purpose antent under this revenue procedure igach of the taxable years covered by the
economic substance. Additional fieldequal to the accelerated deduction for theettlement.

work may be required by examiners tqaxable year. (3) The taxpayer’s method of ac-
more fully develop the issue, particularly counting for the unpaid portion of accrued
with regard to the taxpayer’s nontax busiSECTION 4. SCOPE employee benefits that the taxpayer se-

ness purpose for entering into the arrange- 01 In general. The settlement options cured during the first 2 months of the
ment. This may include, but would not b%e.scribed in thi's revenue procedure arfollowing taxable year by purchasing a
limited to, contact with third parties (such_ "". Ietter of credit or other similar financial
as the pertinent financial institutions, emgvallable to any taxpayer that dec_iucte strument is not changed for the taxable
ployees, former employees, corporate of " @ taxable year the unpaid portion ofearg coyered by the settlement;.
ficers, escrow agents etc.); the use of dg_ccru_e_d e_mployee beneﬁ_ts based on the (4) The taxpayer must change its
positions, summonses, etc., to obtain aﬁecu-ntlzatlon of the bepeﬂts b_y a Igtter oFnethod of accounting for its first taxable
relevant testimony and documentatioﬁred't’ bond,.or other_ similar financial In'year ending after July 22, 1998, to comply
pertaining to the implementation of thestrumgnt during the first2months of the with § 404(a)(11).
arrangement (including, but not Iimitedfouow,'ng taxabI.e year. .The.employ'ee (a) The § 481(a) adjustment re-
to, any promotional materials, legal opin-beneflts n questlon_are primarily Vacat'g%ulting from the change will equal the ag-
ions regarding the tax consequences §AY: Put may aiso include other benefity o ate of the excess accelerated deduc-
the arrangement, etc.); and any other techUCh as severance pay, disability pay, @fons for all taxable years ending on or
niques deemed appropriate in order t9ckpPay. , before July 22, 1998 (determined without
fully establish the purpose for entering 02 Inapplicability. This revenue pro- yegarg to the special rule in section 3.02
into the arrangement and to clarify th&®dure does notapply to a taxpayer unlegg this revenue procedure for computing
factors that may establish sufficient ecoth® taxpayer, in accordance with the prope excess accelerated deduction for the
nomic substance to the transactions. ~ cedures set forth in Notice 99-16, 19995t taxable year covered by the settle-
.12 Absent an exception, FICA taxes3 |-R-B. 10, changes its method of acment), and will be reduced by 50 percent
must be deposited within specified time§ounting for its first taxable year endingsf the aggregate of the excess accelerated
after wages are actually or constructivelgfter July 22, 1998, to comply with geductions for the taxable years covered
paid. No exception applies to these sec&404(a)(11). by the settlement.
ritization arrangements. Therefore, if th%ECTION 5. OPTION ONE: (b) The § 481(a) adjustment will
Service examines a case and determings— o\ ATVE-TIMING be taken into account ratably over a 3-tax-
that the arrangement should be resDeCt%%TTLEMENT able-year period beginning with the first
for tax purposes, the Service will asser taxable year ending after July 22, 1998.
the 10-percent failure-to-deposit penalty .01 In General. The Service offers to (5) The Service will not require the
under § 6656 for taxpayers who haveettle the issue with taxpayers subject t@xpayer to change its method of account-
failed to timely deposit the employer’sthis revenue procedure by allowing taxing for the unpaid portion of accrued em-

share of the FICA taxes. payers to deduct 50 percent of the acceldployee benefits that the taxpayer secured

ated deduction for a taxable year in théuring the first Z months of the follow-

taxable year the benefits accrue and 509 taxable year by purchasing a letter of
.01 Accelerated deductioniThe accel- percent in the taxable year the benefits aFéedit or other similar finanCial instru-

erated deduction for a taxable year is thectually received by the employee (if vament, for taxable years ending on or be-

amount of benefits accrued by the taxeation pay) or in the taxable year in WhicﬁOre July 22, 1998.

payer for Fhe taxa_ble year that became ser with Which gnds the employee’s taX5ECTION 6. OPTION TWO: TIME-

cured during the first’2 months after the able yearin Whlch the_ benefits were actuya| yE-OF-MONEY SETTLEMENT

end of that taxable year but were not actally received (if benefits other than vaca-

ally received by its employees within thation pay). For taxpayers choosing this .01 In General. The Service offers to

2¥%>-month period. settlement option, the § 481(a) adjustmersiettle the issue with taxpayers subject to

SECTION 3. DEFINITIONS
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this revenue procedure in exchange fahe excess accelerated deductions for tlyear ending after July 22, 1998, to comply
taxpayers paying the government 50 petaxable year, multiplied by the applicablevith § 404(a)(11).
cent of the time-value-of-money benefitax rate for the taxable year of the under- (a) The § 481(a) adjustment re-
the taxpayer derived from deducting th@ayment (overpayment). The applicablsulting from the change will equal the ag-
accelerated deduction for a taxable year tax rate is the highest rate of income tagregate of the excess accelerated deduc-
the taxable year the benefits accrue irapplicable to the taxpayer (for exampletions for all taxable years ending on or
stead of in the taxable year the benefithe highest rate in effect under § 1 for inbefore July 22, 1998 (determined without
are actually received by the employee (iflividuals or § 11 for corporations). regard to the special rule in section 3.02
vacation pay) or in the taxable year in (b) Applicable time-value rate. for computing the excess accelerated de-
which or with which ends the employee’sThe applicable time-value rate generallgluction for the first taxable year covered
taxable year in which the benefits wer@quals the average of the quarterly undeby the settlement).
actually received (if benefits other tharpayment (overpayment) rates in effect (b) The § 481(a) adjustment will
vacation pay). under § 6621(a) for the applicable periodie taken into account ratably over a 3-tax-
.02 Terms of time-value-of-money setHowever, for a taxpayer that would be enable-year period beginning with the first
tlement. titled to a deduction under § 163(a) for théaxable year ending after July 22, 1998.
(1) The settlement will cover the tax-specified amount if the specified amount ~ (7) The Service will not require the
payer’s earliest open taxable year aftagere treated as interest arising from thixpayer to change its method of account-
which there is no closed taxable year anghderpayment of tax, the applicable timelng for the unpaid portion of accrued em-
all subsequent taxable years ending on Q&lue rate is computed at a reduced rafdoyee benefits that the taxpayer secured
before July 22, 1998. equaling the average of the quarterly urduring the first Z months of the follow-
(2) The taxpayer will pay the gov-derpayment (overpayment) rates in effedld taxable year by purchasing a letter of
ernment a “specified amount” that apunder § 6621(a) for the applicable periocgredit or other similar financial instru-
proximates the time-value-of-money benmultiplied by the excess of 100% over théhent, for taxable years ending on or be-

efit the taxpayer has derived fromapplicable tax rate for the taxable year dere July 22, 1998.
cach of the taxable years covered by the- - (o) aomrentle e Tier Y . SECTION 7. PROCEDURES FOR
settlement in the taxable year the benefitgyle i ' . o REQUESTING, PROCESSING, AND

; : period begins on the due date (Withyp| EMENTING A SETTLEMENT
accrue instead of in the taxable year thgut regard to extensions) of the return for
benefits are actually received by the emhe taxable year of the underpayment .01 Procedures for requesting the set-
ployee (if vacation pay) or in the taxablgoverpayment) and ends on the due dateement.
year in which or with which ends the emf the taxpayer’s return (without regard to (1) Initiating the request.
ployee’s taxable year in which the benegxtensions) for its first taxable year end- (a) In general. A taxpayer that
fits were actually received (if benefitsing after July 22, 1998. wants to request a settlement under this
other than vacation pay), reduced by 50 (d) Time-value-of-money formula.revenue procedure must submit its request
percent. The specified amount is not inThe time-value-of-money benefit for eactfor the settlement in writing to Sharon
terest under § 163(a), and may not be dgsxable year covered by the settlement Bussell (Vacation Pay Issue Specialist) on
ducted or capitalized under any provisioRomputed using the following formula: ~ or before the later of October 1, 1999, or

of the Code. . the due date of its return (determined with
(3) The specified amount equals the U* {1+ (RI365)IN - } regard to extensions of time) for its first
sum of the time-value-of-money benefilyhere U = hypothetical underpayment fotaxable year ending after July 22, 1998.
(detriment) computed with respect to eacthe taxable year The request must be addressed to the In-
taxable year covered by the settlement, ternal Revenue Service, 5990 West Creek

R = the applicable time-value rate Road, Independence, Ohio 44131, Atten-

duced by 50 t. H , if th . .
reduced by percen owever, 1T the N =the number of days in the applica:

sum of the time-value-of-money benefit . tion: Sharon Russell (Vacation Pay Issue
(detriment) computed with respect to each ble period Specialist), Exam Branch 2.
taxable year is negative, the specified (4) The specified amount is not re- (b) Taxpayer under examination.
amount will be zero and no refund will befundable or creditable against any federal taxpayer that is under examination on
made to the taxpayer. The time-value-oftax liability of the taxpayer. June 14, 1999, that wants to request a set-
money benefit (detriment) with respectto ~ (5) The taxpayer’s method of actlement under this revenue procedure
each taxable year covered by the settleounting for the unpaid portion of accruednust submit its request to the case man-
ment equals the “hypothetical underpayemployee benefits that the taxpayer seager or group manager having jurisdiction
ment (overpayment), “ multiplied by thecured during the first’2 months of the of the case on or before October 1, 1999.
“applicable time-value rate,” com-following taxable year by purchasing a (c) Service-initiated requestA
pounded daily for the “applicable period.”letter of credit or other similar financialcase manager or group manager may
(a) Hypothetical underpaymentinstrument is not changed for the taxablmake a settlement offer under this rev-
(overpayment). The hypothetical under- years covered by the settlement. enue procedure in a case under their juris-
payment (overpayment) for each taxable (6) The taxpayer must change itsliction at any time during the examina-
year covered by the settlement is equal tmethod of accounting for its first taxabletion.
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(2) Statement of facts, law, and argution of the amount is not incurred during .03 Procedures for implementing the
ments. The request for settlement mushat year under § 461); and settlement.
include the following information: (I) a statement that the taxpayer (1) Alternative-timing settlement.

(a) the taxpayer’s name, addressgccepts the settlement and agrees to the (a) Closing agreement required.
telephone number, and taxpayer identifiterms of this revenue procedure. A taxpayer implementing an alternative-
cation number; (3) Perjury statement.The request timing settlement under this revenue pro-

(b) the type of settlement pro-for settlement must be accompanied bgedure is required to execute a closing
posed by the taxpayer (alternative-timinghe following declaration:“Under agreement under 8§ 7121. The taxpayer

or time-value-of-money); penalties of perjury, | declare that I must pay the government any taxes and
(c) the taxable years covered byhave examined this information, in- interest due as a result of the settlement.
the proposed settlement; cluding accompanying documents, and, (b) Contents of closing agreement.

(d) a statement of the materialto the best of my knowledge and belief, A closing agreement finalizing an alterna-
facts, including the amount of the accelerthe information contains all the rele- tive-timing settlement under this revenue
ated deductions and excess acceleratgdnt facts relating to the request for the procedure must comply with the require-
deductions for each taxable year coveradformation, and such facts are true, ments of Rev. Proc. 68-16, 1968-1 C.B.
by the proposed settlement; correct, and complete.”This declaration 770, and must state:

(e) an analysis of whether themust be signed by, or on behalf of, the (i) the name, address, telephone
amounts shown as accelerated deductiotexpayer by an individual with the authornumber, and taxpayer identification num-
for each taxable year covered by the praty to bind the taxpayer in such mattersber of any taxpayer included in the agree-
posed settlement were incurred underhe declaration may not be signed by thment;

§ 461 in that taxable year; taxpayer’s representative. (ii) that the issue covered by the
(f) if the taxpayer is proposing an .02 Procedures for processing the resettlement is the timing of deductions for
alternative-timing settlement under thigquest. accrued vacation pay and other benefits

revenue procedure, a statement that the (1) Receipt of request acknowledgedunpaid during a taxable year for which the
taxpayer agrees to file amended returns fthe Vacation Pay Issue Specialist, cagaxpayer purchased a letter of credit,
reflect the settlement for any affected taxmanager, or group manager (whichever isond, or other similar financial instru-
able years covered by the settlement (napplicable) will acknowledge receipt ofment to secure the benefits during the first
under examination); the taxpayer’s request for settlement i2% months of the following taxable year;

(g) if the taxpayer is proposing awriting within 15 days of receipt. (iii) the facts and representa-
time-value-of-money settlement under  (2) Factual developmentThe Vaca- tions upon which the taxpayer and the
this revenue procedure, a computation @gfon Pay Issue Specialist, case manageservice relied in reaching the agreement;
the specified amount, including the super group manager (whichever is applica- (iv) the definitions of acceler-
porting computations of the time-value-ble) will contact the taxpayer to discussted deduction and excess accelerated de-
of-money benefit (detriment) with respectiny questions that the Service may haveduction set forth in section 3 of this rev-
to each taxable year covered by the settler ask for additional information believedenue procedure;

ment; to be necessary in order to execute the set- (v) the taxable years covered by
(h) a statement that the taxpayetlement. the settlement;
agrees that the Service is not changing the (3) Notification of acceptanceThe (vi) that the Service is disallow-

taxpayer’s method of accounting for the/acation Pay Issue Specialist, case maimg 50 percent of the excess accelerated
taxable years covered by the settlement;ager, or group manager (whichever is agteduction for each of the taxable years

(i) a statement that the taxpayeplicable) will notify the taxpayer in writ- covered by the settlement;
has changed or agrees to change itsg when the Service agrees to the (vii) that the Service is not
method of accounting for its first taxablesettlement requested by the taxpayer. Tlhanging the taxpayer’s method of ac-
year ending after July 22, 1998, to complyotification of acceptance will set forthcounting for the taxable years covered by
with § 404(a)(11); the material terms and conditions of théhe settlement;

(j) the amount of the § 481(a) ad-settlement. (viii) that the taxpayer is re-
justment required as a result of the change  (4) Withdrawal of request for settle- quired to change its method of accounting
to comply with § 404(a)(11) and, if thement. The taxpayer may withdraw its re-for its first taxable year ending after July
taxpayer is proposing an alternative-timguest for the settlement any time prior t@2, 1998, to comply with § 404(a)(11);
ing settlement, the reduction of theexecution of the closing agreement re- (ix) the amount of the § 481(a)
§ 481(a) adjustment required as a result giuired in section 7.03(1) of this revenuadjustment required as a result of the
the settlement; procedure or payment of the specifiedhange to comply with § 404(a)(11);

(k) a statement that the Service ismount as required in section 7.03(2) of (x) that the § 481(a) adjustment
not precluded from challenging thethis revenue procedure. The withdrawalesulting from the change to comply with
amount of the accelerated deduction famust be communicated in writing to the§ 404(a)(11) will be reduced by 50 per-
any taxable year covered by the settle/acation Pay Issue Specialist, case magent of the aggregate of the excess accel-
ment on a basis unrelated to the securitager, or group manager (whichever is agrated deductions for the taxable years
zation arrangement (e.g., that all or a popropriate). covered by the settlement;
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(xi) that the taxpayer has filed (iif) Time and manner. The Ser-authority to bind the taxpayer in such
or will file amended returns to reflect thevice may require the taxpayer to file thematters. The declaration may not be
settlement for any affected taxable yearamended returns prior to executing thsigned by the taxpayer’s representative.
covered by the settlement; closing agreement, and in no event will (d) Label. The following language

(xii) that the Service is not pre-the amended returns be filed later than 6@ust be either typed or legibly printed at
cluded from challenging the amount ofdays after the date the Service executéise top of the first page of the information:
the accelerated deduction for any taxable closing agreement. The taxpayer muBAYMENT OF SPECIFIED AMOUNT
year covered by the settlement on a bagsovide a copy of the amended returns toNDER REV. PROC. 99-26".
unrelated to the securitization arrangethe Vacation Pay Issue Specialist, case (e) Compliance with § 404(a)(11).
ment (e.g., that all or a portion of themanager, or group manager (whichever i& taxpayer implementing a time-value-of-
amount is not incurred during that yeaapplicable) at the time it files themoney settlement under this revenue pro-
under § 461); and amended returns. cedure must change its method of ac-

(xiii) that the taxpayer accepts (e) Compliance with § 404(a)(11). counting and file its returns for taxable
the alternative-timing settlement andA taxpayer implementing an alternativeyears ending after July 22, 1998, in com-
agrees to the terms of this revenue procéming settlement under this revenue propliance with § 404(a)(11).
dure. cedure must change its method of ac- .04 Authority to make and accept set-

(c) Review and execution of clos-counting and file its returns for taxabletlement offers.
ing agreement.The Vacation Pay Issueyears ending after July 22, 1998, in com- Examination case managers and group
Specialist, case manager, or group mamliance with § 404(a)(11). managers will have delegated authority to
ager (whichever is applicable) will pre- (2) Time-value-of-money settlement.accept or make the settlement offers de-
pare the closing agreement and submit the (a) Payment of specified amountscribed in this revenue procedure and to
closing agreement to the taxpayer for exeh taxpayer implementing a time-value oféxecute required closing agreements for
cution. The closing agreement will be exmoney settlement under this revenue pr&ases under their jurisdiction. The Vaca-
ecuted by the Service after it has been egedure must pay the specified amouriton Pay Issue Specialist will have the
ecuted by the taxpayer and will bewithin 30 days of the date of the writingsame delegated authority to accept settle-
executed on behalf of the Service by thfom the Service notifying the taxpayer ofment offers and to execute closing agree-
Vacation Pay Issue Specialist or, in thacceptance of the settlement. The payrents.
case of a taxpayer under examination, byient must be sent to the Internal Reven
the case manager or group manager haService, Cincinnati Service Center, ZOl%eECTION 8. EXAMPLE
ing jurisdiction of the case. A case manW. River Center Blvd., Stop 31, Unit 21, 01 Facts. A taxpayer that is a corpora-
ager or group manager must submit @ovington, KY 41019. tion files its tax return on a calendar year
closing agreement to the Vacation Pay (b) StatementThe payment of the basis. The taxpayer has a vacation plan
Issue Specialist for review prior to subspecified amount must be accompanieghat is based on the calendar year. Under
mitting the closing agreement to the taxby the following information: the terms of the vacation plan, vacation
payer for execution. (i) the name, address, telephonearned in one year vests at the end of the

(d) Amended returns. number, and taxpayer identification numyear and cannot be used during the year

(i) In general. A taxpayer im- ber of the taxpayer; earned. Vested vacation time must be
plementing an alternative-timing settle- (ii) a copy of the notification of ysed in the year following the year in
ment under this revenue procedure is r@&cceptance from the Vacation Pay Issughich earned, or it is forfeited. Begin-
quired to file amended returns to reflecEpecialist described in section 7.02(3) ohing in 1992, the taxpayer purchases a let-
the settlement for any affected taxabléhis revenue procedure; and ter of credit on March 15 of every taxable
years covered by the settlement. The (iii) a statement that the tax-year to secure the portion of vacation pay
amended returns must include the adjuspayer accepts the time-value-of-moneyccrued in the prior taxable year that is
ments to taxable income and any collatsettlement and agrees to the terms of thimpaid on that date. All of the accrued

eral adjustments to taxable income or tasevenue procedure. vacation pay secured by the letter of
liability resulting from the settlement nec- (c) Perjury statement.The infor- credit is paid during the taxable year fol-
essary to reflect the settlement. mation must be accompanied by the following the taxable year it accrued because

(i) Years under examinationif lowing declaration: “Under penalties ofnone of the vacation pay is forfeited. The
the taxpayer is under examination at thperjury, | declare that | have examinedaxpayer deducts for the taxable year the
time the closing agreement is executedhis information, including accompanyingunpaid portion of the accrued vacation
the Service will make the adjustmentslocuments, and, to the best of my knowlpay based on the securitization of the ben-
necessary to reflect the settlement to thedge and belief, the information containgfits during the first 2 months of the fol-
taxpayer’s returns for the taxable yearall the relevant facts relating to the relowing taxable year. The amount of ac-
under examination and the taxpayer is reuest for the information, and such factsrued and unpaid vacation benefits as of
quired to file amended returns to reflectre true, correct, and complete.” This dedhe end of the taxable year secured in the
the settlement for any other affected tadaration must be signed by, or on behalfirst 22 months of the following taxable
able years covered by the settlement.  of, the taxpayer by an individual with theyear (the accelerated deduction) is
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$10,000,000 for 1991, $12,000,000 foregard to the special rule in section 3.02xtensions) to March 15, 1999. The un-
1992, $15,000,000 for 1993, $13,000,006r computing the excess accelerated delerpayment rates in effect for the applica-
for 1994, $16,000,000 for 1995,duction for the first taxable year coveredle period are 7%, 7%, 8%, 9% , 9%,10%,
$16,000,000 for 1996, and $18,000,000y the settlement) [$18,000,000], reducef%, 9%, 9%, 8%, 9%, 9%, 9%, 9%, 9%,
for 1997. by 50 percent of the aggregate of the 8%, 9%, 8%, 8%, 8%, 7%. The average
.02 Alternative-timing settlementThe cess accelerated deductions for the taxmnderpayment rate in effect for the
taxpayer is examined for the 1992 andble years covered by the settlemerdgpplicable period is 8.52% [(7+7+
1993 taxable years (1992 is the earlie$$9,000,000] (Exhibit I1). 8+9+9+10+ 9+ 9+9+8+9+9+9+9+9+9+
open taxable year after which there is no (b) The § 481(a) adjustment will9+8+8+8+7)/21]. The applicable after-
closed taxable year). The taxpayer ane taken into account ratably over a 3-taxax time-value rate is 5.54%, computed by
the Service agree to settle the issue on table-year period beginning with the firstmultiplying the average underpayment
basis of the alternative-timing settlementaxable year ending after July 22, 1998. rate by one minus the applicable tax rate
in section 5 of this revenue procedure. .03 Time-value-of-money settlement[8.52% * (1-.35)]. The time-value-of-
(1) The accelerated deduction fofThe taxpayer accepts the offer to settle thmoney benefit for 1993 is $335,306, com-
each taxable year is the amount of adssue on the basis of the time-value-ofputed as follows: $1,050,000{1 +
crued and unpaid vacation benefits as ohoney settlement in section 6 of this rev(.0554/365)}826— 1} .
the end of the taxable year secured in thenue procedure. The specified amount (c) The hypothetical overpayment
first 2%> months of the following taxable would be deductible under § 163(a) by thef tax for 1994 is $700,000, computed as
year (Exhibit I, Column A). taxpayer if it were treated as interest exfollows: the excess accelerated deduction
(2) The amount of the accelerateghense arising from an underpayment a#f ($2,000,000) multiplied by the applica-
deductions for prior taxable years thatax. ble tax rate of 35%. The applicable time-
was actually received by employees dur- (1) The taxpayer must pay the specivalue rate for 1994 is 5.01%, which is
ing each taxable year is the acceleratdied amount of $994,379, computed asomputed as follows. The applicable pe-
deduction for the prior taxable year befollows: riod for 1994 is March 15, 1995 (the due
cause the portion of the unpaid vacation (a) The hypothetical underpay-date of the return without extensions) to
pay secured by the letter of credit is paidhent of tax for 1992 is $4,080,000, comMarch 15, 1999. The overpayment rates
in the taxable year following the taxableputed as follows: the excess accelerated effect for the applicable period are
year it accrues (Exhibit I, Column B). deduction of $12,000,000 multiplied by8%,9%, 8%, 8%, 8%, 7%, 8%, 8%, 8%,
(3) The excess accelerated deductiathe applicable tax rate of 34%. The ap8%, 8%, 8%, 8%, 7%, 7%, 7%, 6%. The
for each taxable year covered by the seplicable time-value rate for 1992 isaverage overpayment rate in effect for the
tlement is the accelerated deduction fd8.46%, which is computed as followsapplicable period is 7.71% [(8+9+8+
the taxable year less the accelerated déhe applicable period for 1992 is Marct8+8+7+8+8+8+8+8+8+8+7+7+7+6)/17].
duction for the prior taxable year, excepl5, 1993 (the due date of the return withThe applicable after-tax time-value rate is
that the excess accelerated deduction fout extensions) to March 15, 1999. Th&.01%, computed by multiplying the av-
1992 (the first taxable year covered by thenderpayment rates in effect for the aperage overpayment rate by one minus the
settlement) is the accelerated deductioplicable period are 7%, 7%, 7%, 7%, 7%applicable tax rate [7.71% * (1-.35)].
for the taxable year (Exhibit I, Column7%, 8%, 9% , 9%,10%, 9%, 9%, 9%, 8%TJ he time-value-of-money detriment for
Q). 9%, 9%, 9%, 9%, 9%, 9%, 9%, 8%, 8%1994 is $155,430, computed as follows:
(4) The Service will disallow 50 per- 8%, 7%. The average underpayment ra&700,000 *{[1 + (.0501/365)}*61— 1} .
cent of the excess accelerated deduction effect for the applicable period is (d) The hypothetical underpay-
for 1992 and 1993. (Exhibit I, Column8.28% [(7+7+7+7+7+7+8+9+9+10+ 9+ment of tax for 1995 is $1,050,000, com-
D). 9+9+8+9+9+9+9+9+9+9+8+8+8+7)/25]. puted as follows: the excess accelerated
(5) The taxpayer is required toThe applicable after-tax time-value rate isleduction of $3,000,000 multiplied by the
amend its returns for 1994, 1995, an&.46%, computed by multiplying the av-applicable tax rate of 35%. The applica-
1997 to reflect the disallowance of 50 pererage underpayment rate by one minude time-value rate for 1995 is 5.55%,
cent of the excess accelerated deductidhe applicable tax rate [8.28% * (1-.34)]which is computed as follows. The ap-
for each of those taxable years. (Exhibit [The time-value-of-money benefit forplicable period for 1995 is March 15,
Column D) 1992 is $1,582,254, computed as followst996 (the due date of the return without
(6) The taxpayer is required to$4,080,000 ¥ [1 + (.0546/365/191— 1}. extensions) to March 15, 1999. The un-
change its method of accounting for 1998 (b) The hypothetical underpay-derpayment rates in effect for the applica-
(its first taxable year ending after July 22ment of tax for 1993 is $1,050,000, comble period are 9%, 8%, 9%, 9%, 9%, 9%,
1998) to comply with § 404(a)(11). puted as follows: the excess acceleratéi®o, 9%, 9%, 8%, 8%, 8%, 7%. The aver-
(a) The § 481(a) adjustment re-deduction of $3,000,000 multiplied by theage underpayment rate in effect for the
sulting from the change will equalapplicable tax rate of 35%. The applicaapplicable period is 8.54% [(9+8+9+
$9,000,000, determined as follows: thdle time-value rate for 1993 is 5.54%9+9+9+9+9+9+8+8+ 8+7)/13]. The ap-
aggregate of the excess accelerated dehich is computed as follows. The applicable after-tax time-value rate is
ductions for all taxable years ending on oplicable period for 1993 is March 15,5.55%, computed by multiplying the av-
before July 22, 1998 (determined withoul994 (the due date of the return withouérage underpayment rate by one minus
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the applicable tax rate [8.54% * (1-.35)]. (a) The 8§ 481(a) adjustment redection of information displays a valid
The time-value-of-money benefit forsulting from the change will equalOMB control number.
1995 is $190,206, computed as follows$18,000,000, the aggregate of the excessThe collection of information in this
$1,050,000 {[1 + (.0555/365)]°%°~ 1}. accelerated deductions for all taxableevenue procedure is in section 7 of this
(e) There is no time-value-of-years ending on or before July 22, 1998venue procedure. The information is re-
money benefit or detriment in 1996. (determined without regard to the speciajuired to ensure that the settlement
(f) The hypothetical underpay-rule in section 3.02 for computing the examount required to be paid under this rev-
ment of tax for 1997 is $700,000, com<cess accelerated deduction for the firggnue procedure is accurately computed
puted as follows: the excess acceleratédxable year covered by the settlemengnd timely paid. The likely respondents
deduction of $2,000,000 multiplied by the(Exhibit II). are businesses that pay deferred benefits.
applicable tax rate of 35%. The applica- (b) The § 481(a) adjustment will The estimated total annual reporting
ble time-value rate for 1997 is 5.2% be taken into account ratably over a 3-taxburden is 2,000 hours.
which is computed as follows. The apable-year period beginning with the first The estimated annual burden per re-
plicable period for 1997 is March 15,taxable year ending after July 22, 1998. spondent will vary from 10 hours to 30
1998 (the due date of the return without hours, depending on individual circum-
extensions) to March 15, 1999. The unoECTION 9. EFFECT ON OTHER stances, with an estimated average of 20
derpayment rates in effect for the applica(-)':':ICES OF THE SERVICE hours. The estimated number of respon-
ble period a(rje 9%, 8%’t8%’t80_/°’ 7:?" tTfhe The provisions of this revenue proceple_:_‘;[]S is 1?0' ed ' .
average underpayment rate in effect fo ; e estimated annual frequency of re-
the agplicableppgriod is 8% [(9+8+8+5ure are not mtended.to preclude an -ap_ponses is one time. ) /
. "S¥propriate representative of the Servic@ )
8+7)/5]. The applicable after-tax time-. 0 settling a particular taxpayer's case Books or records relating to a collec-

value rate is 5.2%, computed by multiply ion of information must be retained as

ing th d Crate b involving this issue on a more favorabli thei tent b ¢
ing the average underpayment rate by one’| .2\ orable basis than provided | ong as their contents may become mater-

: . op % (1. - - ) )
minus the apphcable tax rate [8% (1_ this revenue procedure. For example, e{ﬁll in the administration of any internal
.35)]. The time-value-of-money beneflta eals officer mav settle a case based Kvenue law. Generally, tax returns and
for 1997 is $37,360, computed as follows; PP y rer}urn information are confidential, as re-

quired by 26 U.S.C. 6103.

$700,000 *{[1 + (.052/365)]65— 1} . the hazards of litigation.
(9) The sum of the time-value-of-SECTION 10. PAPERWORK
money benefit (detriment) computed WittREDUCTION ACT
respect to each taxable year covered by
the settlement is $1,989,696, computed The collections of information con-
as follows: $1,582,254+$335,306-1ained in this revenue procedure haves . "acqistant Chief Counsel (Income
$155'430+$190'206+$_3_7'360' . lgeen reviewed and approved by the O Tax & Accounting). For further informa-
(h) The specified amount isfice of Management and Budget in accor

. : tion regarding this settlement initiative
$994,848, computed as follows:dance with the Paperwork Reduction AcI garding t! nitiativ

$1,989,696 times 50 percent. (44 U.S.C. 3507) under control numbe%szzfgpggzlrigg 5?3?3'3&3@22?&%
(2) The taxpayer is required to1545-1653. toll-free call).

change its method of accounting for 1998 An agency may not conduct or sponsor,

(its first taxable year ending after July 22and a person is not required to respond to,

1998) to comply with § 404(a)(11). a collection of information unless the col-

DRAFTING INFORMATION

The principal author of this revenue
grocedure is Robert Testoff of the Office
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EXHIBIT |

COMPUTATION OF EXCESS ACCELERATED DEDUCTION

Accelerated

Deduction 50-Percent

From Prior Disallowance

Year Paid Excess of Excess

During Current Accelerated Accelerated

Taxable Year Accelerated Year Deduction Deduction
Covered By Deduction (Column B) (Column C) (Column D)
Settlement (Column A) [Col A Prior Yr] [Col A- Col B] [50% Col C]
1992 $ 12,000,000 $ 12,000,000* $ 6,000,000
1993 $ 15,000,000 $ 12,000,000 $ 3,000,000 $ 1,500,000
1994 $ 13,000,000 $ 15,000,000 ($ 2,000,000) ($ 1,000,000)
1995 $ 16,000,000 $ 13,000,000 $ 3,000,000 $ 1,500,000
1996 $ 16,000,000 $ 16,000,000 $ 0 $ 0
1997 $ 18,000,000 $ 16,000,000 $ 2,000,000 $ 1,000,000
Total $ 18,000,000 $ 9,000,000

* The excess accelerated deduction for the first taxable year covered by the settlement is equal to the accelerateddgduciable year.

1999-24 |.R.B.

45

June 14, 1999



EXHIBIT II

COMPUTATION OF § 481(a) ADJUSTMENT

Computation of § 481(a) Adjustment
Time-value-of-money Settlement (Option Two)

Accelerated
Deduction From
Prior Year Paid Excess
During Current Accelerated
Accelerated Year Deduction
Deduction (Column B) (Column C)
Taxable Year (Column A) [Col A Prior Yr] [Col A- Col B]
1991 $ 10,000,000 $ 0 $ 10,000,000
1992 $ 12,000,000 $ 10,000,000 $ 2,000,000*
1993 $ 15,000,000 $ 12,000,000 $ 3,000,000
1994 $ 13,000,000 $ 15,000,000 ($ 2,000,000)
1995 $ 16,000,000 $ 13,000,000 $ 3,000,000
1996 $ 16,000,000 $ 16,000,000 $ 0
1997 $ 18,000,000 $ 16,000,000 $ 2,000,000
§ 481(a) adj. $ 18,000,000

* The excess accelerated deduction for the first taxable year covered by the settlement is computed without regardatortite ispsaction 3.02.

Computation of Reduced § 481(a) Adjustment
Alternative-timing Settlement (Option One)

§ 481(a) Adjustment for Time-Value-of-Money Settlement (Exhibit II, Col. C)

50% Disallowance of Excess Accelerated Deduction (Exhibit I, Col. D)
§ 481(a) Adjustment for Alternative-timing Settlement

June 14, 1999
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$18,000,000

$ 9,000,000
$ 9,000,000
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COMPUTATION OF SPECIFIED AMOUNT

EXHIBIT IlI

Time-Value-of-

Quarterly Interest Rates Uﬁ:j/g?g\?er T?r:z;/-;allﬁe NlIJDrf:)?se rlr? f Excess H{Jpr?(zzstiOC:\i r Ng:e?r)i/n?:r':)efli:tor
Under Over Payment Rate Tax Rate Applicablg Accelerated Payment Taxable Year
Payment Payment Taxable Applicable (HRRy) Rate (R) Period Deductions (HU/HO) (TVMB)
Quarter Rate Rate Year Period 3, Rates / # Rates @) AR * [1-T] (N) (EAD) EAD * TR | HU{{1+(R/365)N-1}
1/1/93 — 3/31/93 7% 6% 1992 3/15/93 - 3/15/9P 8.28% 34% 5.46% 2191 $12,000,000 $4,080,000 $1,582,254
4/1/93 - 6/30/93 7% 6%
7/1/93 — 9/30/93 7% 6%
10/1/93 — 12/31/9 7% 6%
1/1/94 — 3/31/94 7% 6% 1993 3/15/94 - 3/15/99 8.52% 35p6 5.54% 1826 $3,000,000 $1,050{000 $ 335,306
4/1/94 - 6/30/94 7% 6%
7/1/94 — 9/30/94 8% 7%
10/1/94 —12/31/94 9% 8%
1/1/95 — 3/31/95 9% 8% 1994 3/15/95 - 3/15/9P 8.71% 35p6 5.66% 1461 (%$2,000,000) ($ 700,p00) ($ 155,430)
4/1/95 - 6/30/95 10% 9%
7/1/95 — 9/30/95 9% 8%
10/1/95 — 12/31/94 9% 8%
1/1/96 — 3/31/96 9% 8% 1995 3/15/96 - 3/15/9P 8.54% 35p6 5.55% 1095 $3,000,000 $1,050{000 $ 190,206
4/1/96 — 6/30/96 8% 7%
7/1/96 — 9/30/96 9% 8%
10/1/96 — 12/31/9¢ 9% 8%
1/1/97 — 3/31/97 9% 8% 1996 3/15/97 - 3/15/9P 8.44% 35p6 5.49% 730 $ 0 $ 0 $ 0
4/1/97 - 6/30/97 9% 8%
7/1/97 — 9/30/97 9% 8%
10/1/97 - 12/31/97 9% 8%
1/1/98 — 3/31/98 9% 8% 1997 3/15/98 - 3/15/9P 8.00% 3506 5.20% 365 $2,000,000 $ 700,000 $ 37,360

4/1/98 — 6/30/98

8%

7%

7/1/98 — 9/30/98

8%

7%
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10/1/98 — 12/31/98

8%

%

1/1/99 — 3/31/99

7%

6%

>, TVMBs $ 1,989,696
Specified Amount
50% ofX TVMBs $ 994,848




Part IV. Items of General Interest

Notice of Proposed Rulemaking Drafting Information ADDRESSES: Send submissions to:
o o CC:DOM:CORP:R (REG-103694-99),
Withdrawal of Guidance Under The principal author of this withdrawal room 5226, Internal Revenue Service,
Section 1291 Relating to Mark-  hotice is Robert Laudeman, Office of the, 5o 7604. Ben Franklin Station, Wash-
to-Market Elections for Associate Chief Counsel (International)lngton! DC 20044. Submissions may be
Regulated Investment However, other personnel from the IRS, . jelivered Monday through Friday
Companies (RICs) and Treasury Department participated iff . qqn the hours of 8 a.m. and 5 p.m. to:
developing the withdrawal notice. CC:DOM:CORP:R (REG-103694-99)
INTL-941-86 T ' '
ok ok k% Courier’'s Desk, Internal Revenue Ser-
AGENCY: Internal Revenue Service vice, 1111 Constitution Avenue., NW,
(IRS), Treasury. Partial Withdrawal of Proposed Washington, DC. Alternatively, taxpayers
| withd Lo dAmendments to the Regulations may submit comments electronically via
ACTION: Partial withdrawal of propose i w "
regulations. prop Accordingly, under the authority of ZGthiig?]tin;eb{RsselHeggg I;ZZeTg;(bsesgusb-

SUMMARY: This document withdraus U.S.C. 7805, Section 1.1291-8 of the proEJ-nitting comments directly to http:/www.
' posed amendments to 26 CFR part 1 pu|r's ustreas.gov/tax_regs/regslist.ntml (the

Section 1.1291-8 of the notice of proiished at 57 F.R. 11024, April 1, 1992, iﬁ ) 9 _reg 9 '

posed rulemaking INTL-941-86, 1992—withdrawn. RS Intemet address).

C.B. 1124, that was published in the Fed-

eral Register on April 1, 1992, providing Robert E. Wenzel, FOR FURTHER INFORMATION CON-

guidance under the passive foreign invest- Deput;I/ (ttomnlwlssmner of TACT. Concerning the proposed regula-
ment company (PFIC) rules relating to the nternal Revenue. tions, Forest Boone, (202) 622-4960; con-

mark-to-market election for regulated ir]'(Filed by the Office of the Federal Register on Feb(-:e.rning submissions of comments,
vestment companies (RICs) that ar@iary 1, 1999, 8:45 a.m., and published in the isslichael L. Slaughter, (202) 622-7190
shareholders of PFICs. of the Federal Register for February 2, 1999, 64 F.KNOt toll-free numbers).

5015)
DATES: Section 1.1291-8 of the pro- SUPPLEMENTARY INFORMATION:
posed regulations published at 57 F.R.

11024 (April 1, 1992) is withdrawn Feb-Notice of Proposed Rulemaking Background

ruary 2, 1999. This document contains proposed
Section 467 Rental Agreements i

FOR FURTHER INFORMATION CON- |06 inc“pauments e amenAmEns 10 Secon 07 of e neome

TACT: Robert Laudeman of the Office of ax Regulations ( art1). Section
$2,000,000 or Less 467 was added to the Internal Revenue

Associate Chief Counsel (International),

Internal Revenue Service, 1111 ConstitusEG_103694-99 Code by section 92(a) of the Tax Reform

tion Ave_, NW] Washington' DC 20224. Act of 1984 (PUb'IC Law 98-369 (98 Stat.
Telephone (202) 622-3840, not a toll-freGENCY: Internal Revenue Service609)). On June 3, 1996, the IRS and
number. (IRS), Treasury. Treasury Department issued a notice of

proposed rulemaking (61 F.R. 27834 [IA—
SUPPLEMENTARY INFORMATION:  ACTION: Notice of proposed rulemak-292-84, 1996-2 C.B. 462]) relating to

Ing. section 467. Comments responding to the
, . notice were received, and a public hearing

On April 1, 1992 (57 F.R. 11024), theSUMMARY: This document contains, o poiq on September 25, 1996. After
IRS issued proposed regulations provid?roPosed regulations concerning Section, \qjqering the comments received and
ing, in part, an election under which cer467 rental agreements. The regulations '~ cnis made at the public hearing
tain RLC,S csg:(éme}rk ttrc: m_?l’ket theirstcl).clfi‘zr:%f :Qr?t;f gztrzgtmrgrr:zliﬁsglr\ljiigesgsﬂhal regulations under section 467 have
in certain s. In the Taxpayer Relie 1 :
Act of 1997, Congress enaFc);tgd sectioments of $2,000,000 or less. The regulr’?—een complet.ed and appear in T:D. 8820,
1296(e)(2) of the Internal Revenue Coddjons affect taxpayers that are parties to B9° 3. This regulation proposes to
which allows certain RICs to elect to marksection 467 rental agreement entered in%nend the section 467_ re-gulatlons and,
to market their PFIC stock. Accordingly,on or after July 19, 1999. for purposes of the application of constant
the IRS is withdrawing proposed regula- rental accrual, treat rental agreements in-
tions Section 1.1291-8. Future guidanc@ATES: Written or electronically gener-volving payments of $2,000,000 or less in
will be issued providing rules for all PFICated comments and requests for a publfbe same manner as those agreements in-
shareholders, including RICs, on how tdearing must be received by August 18/0lving payments of more than
mark to market certain PFIC stock. 1999. $2,000,000.

Background
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Explanation of Provisions Therefore, a regulatory assessment is not(b) Disqualified leaseback or long-term
Under the section 467 final regulationsrequ.ired' It also has been.dgtermined thagreemem—_(l) In general. A Ieaseb.ack

section 467 applies only in the case 0%ectlon 553(b) of the Administrative Pro{as defined in paragraph (b)(2) of this sec-
rental agreements with increasing or deciedure Act (5 U.S.C. c_hapter 5) does nqton) or along-term agret_ament _(as G!efm_ed
creasing rent or deferred or prepaid ren pply to these regula_tlons, and beca_usa pz.ar.agraph (b)(3) of this section) is dis-

However, section 467 is not applicable i e regulatl_ons do not impose a coIIectloqughfled .on!y if— S

the case’ of rental agreements involvin%f mformatlo_n_(_)n small entities, the Reg- (|)Apr|nC|paI purpose for pr_owdlng in-

4 other consideration OElatory Flexibility Act (5 U.S.C. chapter creasing or decreasing rent is the avoid-
g;ggngégs and othe . ) does not apply. Pursuant to sectioance of Federal income tax (as described
' or less. Sge section 4.67(d)(2)'7805(f), this notice of proposed rulemakin paragraph (c) of this section); and
. The septlon A.'67 flnaI_reguIa_Uons pro"mg will be submitted to the Chief Counsel (ii) The Commissioner determines that,
vide that if ;ecﬂon 467 is applicable, the1“or Advocacy of the Small Business Ad-because of the tax avoidance purpose, the
amount of fixed rent that must be takel?ninistration for comment on their impactsection 467 rental agreement should be

mtot allccogn(; _by ihles;c])r and Iestsefef_for&ﬁ] small business. treated as a disqualified leaseback or
rental period is either the amount of fixe long-term agreement.

rent allocated to the period under th&€omments and Public Hearing

agreement, the proportional rental . ok kok ok
Before these proposed regulations are
amount, or the constant rental amountdo ted as final regulations, considera-
(constant rental accrual). Constant rent&lo oP - . g L : Robert E. Wenzel,
ion will be given to any written (a signed Deputy Commissioner of

accrual is to be used only where the sec-. . . :
o 8r|g|nal and 8 copies) and electronic com- Internal Revenue.

| back or | ¢ t U dments that are submitted timely to the
ease a? or Oﬂg_- erm agregmen Sl S. The IRS and Treasury Departmer{t:iled by the Office of the Federal Register on May
the section 467 final regulations, a renta

agreement will not be a disqualified Ieaser—equeSt comments on the clarity of thé7,(1199|9|,?8:4_,5ta.r:., ﬁl/lnd %blilsggg igztthFeFiesszlzseggrhe
9 d roposed rules and how they can be mag&er@ Register for May 18, 1999, 64 F.R. )
back or long-term agreement, and, conse-_ . :
quently. will not be subject to constanﬁager to understand. All comments will
' . . e available for public inspection and_. ..
rental accrual, if it requires $2,000,000 9L opying. A public hearing will be ScheOEITlme for Recharacterizing 1998

1;:“')?] rental payments and other consi(ie g if requested in writing by any persodRA Contributions

that timely submits written comments. |If
. N = “Announcemen -57
The IRS and Treasury Department havg public hearing is scheduled, notice of ouncement 99-5

reconsidered the $2,000,000 constaw.le date, time, and place for the publi@urpose

rental accrual exception and have deteﬁearing will be published in theederal

mined that it should be eliminated fromRegister. The Internal Revenue Service has been
the section 467 final regulations. The informed that some taxpayers who have
original purpose of the $2,000,000 excepbrafting Information already timely filed their 1998 Federal in-

tion was to simplify the section 467 rules L . i -
' plify The principal author of the regulatlOnscome tax returns would like to recharac
for small businesses. Upon further reflec-

. is Forest Boone, Office of Assistant Chief€12€ 1998 IRA contributions, including
tion, however, the IRS and Treasury De: amounts contributed to Roth IRAs as con-

. Counsel (Income Tax and Accounting)™ "™ X
partr_nent_ believe that the $2’0.00’000 c owever, other personnel from the IRS/ErSIons for which the taxpayers were not
ception inappropriately permits certain

and Treasury Department participated iﬁligible (because their modified adjusted

rental agreements to avoid the applicati'ophe development of the regulations. gross income exceeded $100,000 or be-

of constant rental accrual, and that the in- cause they were married individuals filing
appropriate avoidance of constant rental * ok ok &k separate returns). For these taxpayers, the
a_lccrual outweighs t_he need for S'mp“f'cabroposed Amendments to the Regulatior%ead“ne f.or maklng the election to
tion. Further, section 467(d)(2) provides recharacterize is 6 months after the unex-
an exception from section 467 for rental Accordingly, 26 CFR part 1 is pro-tended due date of their returns, as de-
agreements with payments and other coposed to be amended as follows: scribed below.

sideration of $250,000 or less. However,

because the $2,000,000 constant rentaftRT 1—INCOME TAXES Background

accrual exception was included in the pro- Paragraph 1. The authority citation for gaction 408A(d)(6) of the Internal Rev-

posed regulations, the $2,000,000 excepart 1 continues to read in part as foIIows,E",nue Code and § 1.408A-5 of the regula-
tion will continue to apply to agreements Authority: 26 U.S.C. 7805 * * * tions provide that a taxpayer may elect to
entered into on or before July 19, 1999.  Par 2. In 81.467-3, paragraph (b)(1) iSacharacterize an IRA contribution made

Special Analyses revised to read as follows: to one type of IRA as having been made

_ §1.467-3 Disqualified leasebacks and 0 @nother type of IRA by transferring in a

It has been determined that these pr‘i’éng—term agreements. trustee-to-trustee transfer the IRA contri-
posed regulations are not a significant bution, plus earnings, to the other type of
regulatory action as defined in EO 12866. ok ok ok ok IRA. For this purpose, the redesignation
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of an account with the same IRA trustee isf the return plus extensions, provided (1hutomatic extension described in this an-
treated as a trustee-to-trustee transfer. {he taxpayer’s return was timely filed fornouncement must file an amended 1998
a recharacterization, the IRA contributiorthe year the election should have beefRederal income tax return properly re-
is treated as having been made to theade and (2) the taxpayer takes appropfikecting the recharacterization. The
transferee IRA and not the transferor IRAate corrective action within this 6-monthamended return does not have to be filed
Under § 408A(d)(6) and § 1.408A-5, thiperiod. by October 15, 1999, but must be filed by

recharacterization election must occur on _ the normal deadline for amended returns.
or before the date prescribed by law, inApplication of Section 301.9100-2(b) to

cluding extensions, for filing the tax-Recharacterization Elections
payer’s Federal income tax return for the Pursuant to § 301.9100-2(b), in h&Revision of Form 3115

year of the contribution. f lendar r-basis tax .
Section 1.408A-5, Q&A-6, describest25€ Of @ calendar-year-basis taxpayey,

how a taxpayer makes the election tgvho.has timely filed his or her 1998 Fed- o .
recharacterize an IRA contribution. Toeral income tax return, he or she can elect Form 3115,Application for Change in
recharacterize an amount that has bed® recharacterize a 1998 IRA contributionAccounting Method, and its instructions
converted from a traditional IRA to a/ncluding a Roth IRA conversion for have been revised. This May 1999 revi-
Roth IRA: (1) the taxpayer must notifyv‘{h'Ch the taxpayer' was not ehglble, p.rosion replaces the November 1997 version.
the Roth IRA trustee of the taxpayer’s invided the appropriate corrective action The only changes to the Form 3115
tent to recharacterize the amount, (2) tH&CCurs on or before Qctober 15, .1999. .I(Rev. May 1999) are to question 18 (page
taxpayer must provide the trustee (and tHBis case, the appropriate corrective actiaB) to clarify the tax year to which that
transferee trustee, if different from thdeduires taking the action described in §uestion relates and to question 28 (page
transferor trustee) with specified informal-408A-5, Q&A-6, including notifying 3) to update the cite to Rev. Proc. 99-1,
tion that is sufficient to effect the recharihe trustee (or trustees) and the truste®99-1 |.R.B. 6. The instructions were re-
acterization transfer and (3) the trusteBaking the actual transfer (or account revised to update the list of automatic
must make the transfer. designation). The Service may invalidatehange procedures and the user fee provi-
Section 301.9100-2(b) of the regulaa taxpayer’s recharacterization election i§ions.
tions generally provides for an automatiéhe election is not properly reflected on Copies of the revised form and instruc-
extension of 6 months from the due datthe taxpayer’'s 1998 Federal income takions are available at most IRS offices. In
of a return, excluding extensions, to makeeturn. Thus, if the recharacterizatioraddition, they may be downloaded with a
elections that otherwise must be made bslection was not properly reflected on th@ersonal computer and modem, or or-
the due date of the return or the due dateturn, a taxpayer taking advantage of theéered by telephone, as follows:

nouncement 99-58

Request by — Address or Number
Personal computer:
World Wide Web WWWIrs.ustreas.gov
File Transfer Protocol ftp.irs.ustreas.gov
Telenet iris.irs.ustreas.gov
Direct Dial (with modem) (703) 321-8020
Telephone 1-800-TAX FORM

(1-800-829-3676)
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IRS/SSA Information Reporting Seminars
Announcement 99-59

Representatives from the Martinsburg Computing Center (MCC), Information Returns Branch (IRB), will conduct seminars in 34
cities during the months of August, September, and October. The seminar format will be geared toward electronic/magnetic media
filers. No tax law representative will be present to answer information reporting tax law questions. In the first se€siepréiC
sentatives will focus on electronic filing of Forms 1099, and current year changes to the Publication 1220. Additicretianarifi
regarding the record format changes that began for Tax Year 1998 will also be provided.

Arepresentative of the Social Security Administration will immediately follow the IRS/MCC representative, during the morning
session, to discuss magnetic media reporting and electronic filing specifications of Forms W-2/W-3. There may be arctRS Distri
Office session at some sites in the afternoon.

Following is a schedule of seminar sites and dates, as well as telephone numbers of the Internal Revenue Service dffice closest
the sites. Please contact the appropriate office after July 10 for the exact location and@teregenda for the day has also been
included for your convenience.

Internal Revenue Service/Martinsburg Computing Center

Information Reporting Seminar Schedule 1999

CITY DATE PHONE FAX
Albuquerque, NM August 26 505/837-5515 505/837-5793
Anchorage, AK September 28 907/271-6458

Atlanta, GA September 1 404/338-8670

Baltimore, MD August 10 410/962-3547 410/962-0823
Boston, MA August 24 617/565-4325 617/565-1379
Buffalo, NY September 14 716/686-4777 716/686-4705
Chicago, IL September 30/October 1 312/886-3784

Cincinnati, OH August 17 513/684-2400

Dallas, TX September 14 214/767-3755 214/767-1149
Denver, CO August 31 303/446-1756

Des Moines, IA September 23 515/284-4870 515-284-4299
Fargo, ND August 24 651/312-7634 651/312-7625
Fresno, CA September 28 408/494-8123

Houston, TX September 14 713/209-4178

Indianapolis, IN August 19 317/226-6543 317/226-5724

Kansas City, MO
Las Vegas, NV

September 21

September 21 (PM)

314/612-4530
702/455-1029

314/612-4700
702/455-1225

Los Angeles, CA September 30 213/894-4574

Louisville, KY September 16 615/250-5659

Madison, WI September 28 414/297-3302 414/297-1600
Minneapolis, MN August 26 651/312-7634 651/312-7625
Nashville, TN August 24 615/250-5659

New Orleans, LA September 21 504/558-3011 504/558-3061
New York, NY September 30 212/436-1021 212/436-1629
Philadelphia, PA September 28 215/861-1405

Phoenix, AZ September 3 (PM) 602/207-8337 602/207-8630
Pittsburgh, PA August 26 412/395-4692 X100 412/395-4722
Portland, OR September 2 503/326-6565

Salt Lake City, UT September 2 801/799-6873 801/799-6873
San Francisco, CA September 23, 24 510/637-2482 510/637-2494
Seattle, WA August 31 206/220-5803

St. Louis, MO September 16 314/612-4530 314/612-4700
Tampa, FL September 23 904/232-2514 904/232-3036
Tulsa, OK September 16 405/297-4120
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AGENDA

MORNING SESSION AFTERNOON SESSION

IRS/MARTINSBURG COMPUTING CENTER IRS/DISTRICT OFFICE PRESENTATI ON

9:00a Welcome 1:30p (This is optional and some districts may
IRS-Magnetic Media and Electronic not plan a presentation.)
Filing of Forms 1099, 1098, 5498,
and W-2G.

10:30a Break

10:45a SSA-Magnetic Media and Electronic
Filing of Forms W-2 and W-3.

12:30p Lunch

Deletions from Cumulative List are otherwise allowable will continue tozations are no longer described in section
of Organizations Contributions be deductible. Protection under sectio70(c)(2) and are not recognized as ex-
to Which are Deductible Under 7428(c) would begin orDate) 1999, and empt under section 501(c)(3) of the Code.

Section 170 of the Code would end on the date the court first de- o _
termines that the organization is not deEastern Orthodox Christian: Church in
Announcement 99-60 scribed in section 170(c)(2) as more par- America, Inc., New Albany, OH

o ticularly set forth in section 7428 (c)(1).Saint Ignatius Orthodox Church
The names of organizations that ngor individual contributors, the maximum New Albany, OH

longer qualify as organizations describedlequction protected is $1,000, with a hus>aint Nicholas Orthodox Church
in section 170(c)(2) of the Internal Revyand and wife treated as one contributor. New Albany, OH
enue Code of 1986 are listed below.  This benefit is not extended to any indi-

Generally, the Service will not disallowviduaL in whole or in part, for the acts or
deductions for contributions made 0 @mijssions of the organization that werdNotice of Disposition of
listed organization on or before the datg,e pasis for revocation. Declaratory Judgment
of announcement in the Internal Revenue Proceedings Under Section
Bulletin that an organization no longerAIDS Countrywide Testing Information 7428
qualifies. However, the Service is not Act 1, Kenner, LA

precluded from disallowing a deductionAmerican Heart Foundation This announcement serves notice to po-
for any contributions made after an orga- Des Moines, |A tential donors that by agreement of the
nization ceases to qualify under section - parties and by Stipulation of Dismissal
170(c)(2) if the organization has not entered by the United States Court of Fed-
timely filed a suit for declaratory judg- Notice of Disposition of eral Claims on March 26, 1999, the orga-
ment under section 7428 and if the corBeclaratory Judgement nization listed below is an organization
tributor (1) had knowledge of the revocaproceedings Under Section exempt from taxes under section 501(a)
tion of the ruling or determination letter,74o8 as an organization described in section
(2) was aware that such revocation was 501(c)(3) and section 170(c)(2) of the In-

imminent, or (3) was in part responsible This announcement serves notice t0 PQarnal Revenue Code from July 1, 1993.

for or was aware of the activities or omistential donors that on March 16, 1999, thgpe organization is not recognized as an

sions of the organization that broughtUnited States Tax Court entered dECiSiO"t?fganization exempt from tax for the pe-

about this revocation. declaring that the organizations listeQjsq from June 30, 1987 through June 30,
If on the other hand a suit for declarabelow are not described in sectionggg

tory judgment has been timely filed, con501©(3) and are not exempt from taxa-

tributions from individuals and organiza-tion under section 501(a) of the InternaStudent Ministries, Inc.

tions described in section 170(c)(2) thaRevenue Code. Therefore, these organi-Milwaukee, OR

1999-24 |.R.B. 53 June 14, 1999



Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersededlescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharmseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

1 1 E.O—Executive Order. PHC—Personal Holding Company.
Ab b reviations ER—Employer. PO—Possession of the U.S.
Thelfollow(ijng_I?bbreviat[ons in CPrlrentt)ILfSﬁ ?jn'd f?{'ERISA—Emponee Retirement Income Security Act. PR—Partner.
gﬁue”r(;iﬁse will appear in material published in tl C e Executor. PRS_Partnership.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individual FC—Foreign Country. Pub. L—Public Law.
gflifc.gwelscence_ FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE nBM ;J.a.' FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_BenE cany: FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.

—Bank. . -

F.R—Federal Register. S—Subsidiary.

B.T.A—Board of Tax Appeals.
C —Individual FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
CIB Cumula.tive Bulletin FX—Foreign Corporation. Stat—Statutes at Large.
Ci:R.—Code of Federal Régulations G.C.M—Chief Counsel's Memorandum. T—Target Corporation.
Cl—City. ' GE—Grantee. T.C—Tax Court.
COOP—.Cooperative GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision GR—Grantor. TFE—Transferee.
CY—County. IC—Insurance Company. TFR—Transferor.
D—Decedent |.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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